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FOREWORD 


This  study  derives  from  a  concern  about  the  prospects  for  developing 
countries'  exports  of  manufactures  in  a  world  in  which  economic  growth  of  major 
industrial  cotmtries  has  slowed  down  and  is  expected  to  remain  sluggish  for  the 
foreseeable  future.  Although  their  tariff  levels  have  declined  significantly 
as  a  result  of  multilateral  trade  negotiations,  the  developed  countries  have 
increasingly  resorted  to  new  kinds  of  trade  barriers  based  on  "voluntary"  quotas 
and  other  restraints  in  order  to  protect  their  industries.  The  question  arises, 
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therefore,  as  to  whether  the  promotion  of  non-tradltlonal  exports  from  develop¬ 
ing  countries  can  be  reconciled  with  the  rising  pressures  to  protect  economic 
activities  in  the  industrial  countries. 

Cooperation  between  the  two  sides  in  sharing  the  manufacture  of  products 
might  provide  a  partial  reconciliation  by  establishing  a  mutuality  of  Interests. 
This  type  of  Inteimatlonallzatlon  of  industry  is  based  on  the  complementarities 
between  the  factors  of  production  of  developing  and  developed  countries,  whereby 
one  side  furnishes  primarily  labor  services,  the  other  primarily  components 
This  trade  is  not  a  substitute  for  either  the  traditional  exchange  of 
primary  goods  for  manufactured  products  nor  for  the  "non-tradltlonal"  exports  of 
products  caierging  from  the  newly  industrializing  countries  and  their  imports  of 
capital  goods  and  technology.  Coiiq>lementary  intra-industry  trade,  rather  than 
being  a  replacement  of,  is  a  relatively  new  addition  to  the  changing  interna¬ 
tional  division  of  labor. 


1.  For  a  description  of  the  various  modes  of  co-production  between  devel¬ 
oping  and  developed  countries,  see  Joseph  Grunwald,  "North-South  Intra-Industry 
Trade:  Sharing  Induatrial  Production  Between  Developing  and  Developed  Countries” 
in  Las  Organlzaciones  Bagionales  an  el  Nxievo  Orden  Intemacional.  Institute  de 
Cooparacion  Intercontinental,  Madrid,  1978,  pp.  81-97. 


There  are  benefits  end  costs  on  both  sides  of  the  co-productlon  relation¬ 
ship.  Without  attenptlng  to  undertake  fomal  benefit-cost  analyses,  the  study 
tries  to  evaluate  the  positive  and  negative  aspects  of  international  production 
sharing  arrangesients.  The  aim  Is  to  exaodne  the  nature  of  these  activities  and 
to  arrive  at  some  conclusions  about  how  they  slight  evolve  and  affect  the  future 
of  North-South  economic  relations. 

Four  case  studies  provide  specific  insights  into  these  relationships.  Three 
country  studies  afford  examinations  of  a  diversity  of  co-productlon  experiences. 

The  semiconductor  study  analyzes  in  detail  the  factors  underlying  the  interna- 

/  ■ 

tionallzatlon  of  a  iwjor  industry.^ 

As  part  of  the  project  two  seminars  were  organized  by  UNCTAD  and  held  In 

2/ 

Mexico  City  In  July  1979  and  August  1980,  respectively Two  Latin  Aiserlean 
institutions,  El  Coleglo  de  Mexico  of  Itexlco  City  and  FEDESASROLLO  of  Bogota, 
Colondila  collaborated  on  specific  aspects  of  this  project.  Both  contributed 
preliminary  papers  to  the  seminars.  In  addition,  El  Coleglo  de  Mexico  also  acted 
as  host  to  both  seminars.  Lie.  Victor  Urquldi,  President  of  El  Coleglo  de  Mexico 
provided  helpful  and  detailed  comments  on  a  draft  of  the  Mexico  case  study. 
Important  observations  on  that  country  study  were  also  received  from  Dr.  Manuel 
Martinez  del  Campo,  Dr.  Jesus  Seade,  He.  Alfonso  Mercado  and  Lie.  Francisco 
Glncr  de  los  Rios,  senior  staff  members  of  El  Coleglo  de  Mexico,  as  well  as  from 
Alfredo  Gutierrez  Klrchner,  Minister  Counsellor  In  charge  of  Trade  Affairs  of 
the  Mexican  Embassy  In  Washington. 


2.  For  abstracts  of  the  presentations  and  other  details  of  the  seminars, 
see  the  Director’s  summaries  of  the  two  meetings:  Seminar  on  North-South  Comple 
mentary  Intra-Industry  Trade.  El  Coleglo  de  Mexico,  Mexico  City,  16-20  July  1979 
UNCTAD /MD/105,  GE. 79-53971  and  Seminar  on  North-South  Cosiplamentary  Intra-Indus 


try  Trade.  Mexico  City,  18-22  August  1980,  Director's  Report,  UNCTAD/MD/111 


GB.80-150.361. 
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At  the  second  seminar,  two  Haitian  economists,  Leslie  Delatour  and  Karl 
Voltaire,  contributed  a  major  paper  which  provided  basic  materials  for  the  Haiti 
country  study.  They  corrected  the  final  draft  of  that  case  study  of  which  they 
are  named  as  co-authors.  The  paper  on  Colombia  presented  to  the  second  seminar 
by  Juan  Jose  Echavarrla,  staff  member  of  FEDESABROLLO ,  supplied  much  of  the 
information  for  the  Colombia  case  study.  He  did  not  have  an  opportunity  to 
comment  on  a  draft  of  the  study  of  which  he  is  listed  as  co-author. 

S.  A.  Abbas,  Chief,  Technical  Co-operation  Service  of  UNCTAD,  provided 
generous  support  throughout  the  duration  of  the  project.  S.  Laird,  economic 
affairs  officer  at  UNCTAD,  made  valuable  administrative  as  well  as  substantive 
contributions.  Hugh  Schwartz,  senior  economist  at  the  Inter- American  Development 
Bank,  commented  on  parte  of  an  early  draft. 

Special  thanks  are  due  to  Gabriel  Valdes,  formerly  Assistant  Administrator 
and  Director  of  the  Regional  Bureau  of  Latin  America  of  the  UNDP,  and  the  late 
Cecllio  Morales,  who  was  Manager  of  Economic  and  Social  Development  at  the  Inter- 
American  Development  Bank.  Their  recognition  of  the  importance  of  the  subject 
matter  made  this  study  possible. 

In  addition  to  major  funding  for  this  study  and  the  seminars  received  from 
the  UNDP  through  UNCTAD,  financial  support  from  the  following  organizations  is 
gratefully  acknowledged:  The  Tinker  Foundation,  which  generously  supported  the 
Mexican  portion  of  the  research,  the  Inter-American  Development  Bank,  which 
assisted  primarily  the  Latin  American  collaborators,  the  U.  S.  Department  of 
State,  and  the  U.  S.  Agency  for  International  Development,  which  supported  in 
part  the  Industry  case  study. 

It  is  expected  that,  after  review  and  editing,  the  study  will  be  published 
as  a  book  by  The  Brookings  Institution  under  whose  auspices  this  report  was 
prepared  by  two  of  its  staff  mc]]d>ers.  Tha  manuscript  will  undoubtedly  be  revised 
somewhat  in  the  review  process. 


The  authors  bear  exclusive  responsibility  for  the  contents  of  the  study  and 
for  any  errors.  The  views  expressed  here  are  theirs  and  should  not  be  ascribed 
to  any  of  the  persons  and  organizations  nentloned,  nor  to  the  trustees,  officers 
or  other  staff  meobers  of  The  Brookings  Institution. 

October  1981  Joseph  Grunwald 

Kenneth  Flam 
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Introduction 
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International  Competition  In  Manufactures 
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Chapter  1 

Iiii3uslciai.£fiiiiUuaiifiQi.iQ^.£baiiaiDfl.!fficld.£fifiQQi]i: 

A  nuaber  of  factors  have  adversely  affected  the  Western  industrial 
economies  in  the  last  decades*  Firsts  and  perhaps  aost  importantly/ 
barriers  to  international  trade  have  cruabled/  as  transport  and 
coaaunication  costs  declined/  and  the  levels  of  tariff  protection 
negotiated  oy  the  industrial  countries  in  the  Kennedy  and  Tokyo  rounds 
of  the  GATT  negotiations  continued  to  steadily  drop.  Second/  the 
underdeveloped  countries  have  not  in  general  grown  quickly  enough  to 
eliainate  huge  international  disparities  in  wages/  and  hence/  the  price 
coapetiveness  of  underdeveloped  regions  in  the  production  of 
labor-intensive  goods  has  Increased  (with  Japan/  the  only  aalor  LDC  to 
successfully  aake  the  postwar  transition  to  a  developed  economy/  the 
aain  exception  to  this  generalization).  Third/  many  states  in  the 
underdeveloped  world  have  adopted  export-led  industrialization 
strategies/  often  with  considerable  success/  accelerating  the 
penetration  of  industrialized-country  aarkets  by  iaports  of 

✓ 

labor-intensive  manufactures  froa  low-wage  areas.  Fourth/  the  rapid 
growth  of  multinational  firas  in  the  industrialized  economies  has 
played  an  important  role  in  the  spread  of  manufacturing  technology  to 
the  Third  World/  since  such  technology  generally  spreads  out  froa 
within  the  confines  of  the  fira  to  coapetitors  and  suppliers.  Finally/ 
the  explosive  growth  of  real  energy  prices  in  toe  1970s  reduced  the 
real  return  to  resources  invested  in  the  industrialized  and  highly 
oil-dependent  Western  eeonoaies* 
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The  significance  of  these  changes#  ultieately#  is  that  the 
industrialized  countries  are  no  longer  the  aost  econoaic  locations  for 
the  Manufacture  of  goods  with  production  processes  requiring  iaportant 
anounts  of  unsicllled  labor.  The  iaportant  exceptions  to  this 
generalization  are  those  goods  with  relatively  high  transport  costs# 
and  tnose  areas  in  uhich  tariffs  or  other  forms  of  protection  shelter 
the  domestic  Market.  The  oil  crises  of  the  1979s#  by  hastening  the 
obsolescence  of  the  existing  capital  stock#  accelerated  the  relocation 
ox  production  to  lower  cost  locations#  doaestic  and  foreign. 

The  alternatives  facing  the  industrial  econoaies  are  relatively 
feu#  ana  generally  untried.  3ne  response  would  be  to  choose  what  night 
oe  called  the  "high-tech”  option:  to  continuously  invest  large  aaounts 
(  C  in  the  Uevelopaent  of  new  technology#  to  generate  productivity 

Increases  to  be  used  to  maintain  high  wages  for  workers  and  large 
returns  to  investors.  Since  technological  leadership#  historically# 
has  proven  a  fragile  and  easily  squandered  advantage#  such  a  strategy 
would  require  continued  investient  in  areas  where  returns  are  not 
easily  identified#  not  to  mention  calculated,  furthermore#  even  if 
national  advantage  in  technology  can  be  maintained#  limits  more  severe 
than  the  calculus  of  profit-maximization  would  have  to  be  imposed  on 
firas  in  a  competitive  industry  to  keep  then  from  relocating  production 
facilities  in  low-cost  locations#  in  an  age  when  multinationality  is  an 
option  even  for  a  relatively  small  enterprise. 

Outright  protectionism  is  another  choice#  with  or  without  asking 
technological  advantage  a  precondition  for  a  doaestic  Industry  to 
rc  receive  aid.  Leaving  aside  the  efficiency  questions  raised  by  any 
policy  aiaed  at  curtailing  the  international  flow  of  goods  and 


r«sourc«s^  a  return  to  tiigh  levels  of  protection  does  not  seea  a  viable 
response  in  a  world  of  interdependent  economies*  Trade  is  necessary 
for  most  countries  to  gain  access  to  essential  resources.  A  stable 
multilateral  trading  system  does  not  lend  itself  to  manipulation  by  any 
single  country  through  protectionist  measures/  without  risking 
retaliation  and/or  possible  disintegration  of  the  system,  furthermore/ 
to  import  one  must  ultimately  export/  and  any  industrial  readlustment 
must  give  the  economy  a  way  to  competitively  export  enough  to  cover  its 
import  requirements. 

A  third  option  is  to  adopt  to  the  changing  pattern  of  advantage/ 
integrating  production  operatio/is  across  national  boundaries/  with 
unskilled  assembly  being  performed  in  lowwage  areas  with  a  relative 
abundance  of  untrained  labor/  and  more  skilled  operations  performed  in 
the  developed  economies  with  a  relative  abundance  of  skilled  laoor/ 
technological  and  scientific  resources.  While  this  response  might  be 
bast  for  keeping  firms  based  in  the  developed  countries  competitive  in 
international  markets/  it  does  little  for  the  unskilled  workers  who 
have  the  most  to  lose  as  their  Jobs  get  shifted  overseas.  To  avoid  the 
pauperization  of  the  less*skllled/  a  massive  expansion  of  the 
unemployment  roles  in  the  industrialized  econoaies/  huge  investments  in 
increasing  the  skill  levels  of  tne  population  might  well  be  called  for. 
Tnis  last  option/  offshore  production/  which  involves  the 
internationalization  of  industrial  operations  performed  Within  a  single 
industry/  is  ths  locus  of  this  book. 

Offshore  production/  like  international  trada  in  general/  reflacts 
tne  distribution  of  rosourcos  and  comparatLvo  advantago.  In  its 
broadsst  dsfinitlon  it  includes  trado  in  raw  matoriais/  components  and 
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value  added.  The  traditional  fora  of  such  trade  encoapasses  the 
production  and  shipaent  of  rau  aaterials  for  processing  and  manufacture 
into  a  variety  of  products  in  another  country/  often  to  be  exported 
back  to  tae  countries  froa  where  the  raw  aaterials  come.  This  kind  of 
trade  is  as  old  as  foreign  coaaerce.  It  is  not  the  "production 
snaring"  tnat  is  of  interest  in  this  study.  1/ 

A  modern  fora  of  offshore  production  is  the  interchange  of  parts 
tnat  are  fabricated  and/or  asseabled  in  different  countries.  But  even 
this  fora  is  not  new.  Already  in  the  16th  Century  the  Geman  term 
"Veredelungsvertcehr"  (upgrading  trade)  iaplied  that  each  country 
undertook  those  stages  of  a  production  process  which  gives  it  the 
greatest  value  added.  2/  In  the  United  States  the  McKinley  tariff 
legislation  of  1697  took  account  of  offshore  industry  by  giving  special 
consideration  to  the  imports  of  products  which  contained 
U.S.  coaponents.  Before  the  recent  post*Korld  i(ar  IT  period  there  are 
no  data  on  this  kind  of  trade. 

Three  factors/  however/  are  new  about  offshore  production.  The 
first/  at  least  in  tne  United  States  and  Europe/  is  that  we  now  can 
measure  3  part  of  It  and  have  an  idea  about  its  trend  and  fluctuations. 
In  the  196Cs  itees  696.30  and  807.00  of  the  U.S.  Tariff  Schedule  were 
fornalized  and  trade  in  these  classifications  has  been  recorded  in 
special  tabulations  in  U.S.  trade  statistics.  These  tariff  iteas 
provide  duty  exemptions  for  the  value  of  U.S.  coaponents  that  are 
reimported  in  products  fabricated  or  assembled  abroad.  U.S.  trade 
statistics  record  the  value  of  such  imparts  including  the  duty-free 
U.S.  components  and  the  dutiable  value  added  abroad.  The  product 
classification  Is  fairly  detailed  but/  except  for  aalor  aggregates/  the 
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groupings  are  occasionally  not  conparabie  froa  year  to  year.  By 
definition  these  tariff  iteas  deal  uith  U.S.  parts  and  components  that 
cose  bacic  to  the  United  States/  often  for  further  processing  and  for 
sale  domestically  or  abroad*  The  statistics/  therefore/  do  not  show 
complementary  intra-industry  trade  in  products  that  do  not  return  to 
the  United  States.  Such  production  sharing  activities  may  oe 
significant  in  size*  There  are  other  omissions/  such  as  production 
snaring  trade  either  covered  under  the  General  Systei  of 
Preferences  ~  GSP  --  /  which  provides  for  full  tariff  exemption/ 

or  excluded  froa  S36.C0/9O7.0S  because  the  provisions  of  the 
legisiation  are  not  set*  i/  The  EEC  nations  have  siiilar  tariff 
provisions  (on  "outward  processing  trade")  and/  therefore/  some 

/  ( 

y  statistics  of  their  co-production  trade  are  now  available*  £/ 

The  second  "new"  thing  about  international  production  sharing  is 
tnat  it  appears  to  have  grown  dramatically  during  the  last  two  decades* 
The  spectacular  improvement  in  communications  and  transportation 
undoubtedly  has  stimulated  "upgrading"  trade  among  the  industrial 
countries*  While  soae  of  this  production  sharing  trade  has  been  based 
on  wage  differentials/  changes  have  also  been  linked  to  technology  and 
skill  specialization*  Other  factors  have  played  a  role/  such  as 
environmental  and  safety  standards/  which  require/  for  example/  that 
foreign  automobiles  can  be  imported  only  uith  special  equipment  made  in 
the  importing  country*  The  proportion  of  foreign  value  added  of  such 
imports  has  generally  been  very  high*  Co-production  among  industrial 


countries  has  involved  fairly  sophisticated  goods  with  technologically 
advanced  production  processes* 


.  The  third  novelty  in  offshore  production  is  the  energence  of  , 

North-South  production  sharing.,.  This  co-production  ha.s  been 'stiaula ted 
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^  A  by  the  increasing  internatidnal  bonpetition  in  labor  .  Intensive 
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’'r*t 

Jv. .  products.  Trade#  therefore#  is  based  priearily  on  wage  differentials  .  ' 
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_^%and  the  relative  availability  of  unskilled  labor#,  although  other  . 
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factors#  such  as  risk  diversification  eay.  also  be  iaportant.  :  . 

V  While  offshore  production  is  iaportant  in  the  U.S.  econoey 


lectors#  such  as  risk  diversixication  eay.  also  be  iaportant.  :  if  A. 

V  While  offshore  production  is  iaportant  in  the  U.S.  econoay 
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..(perhaps  15  percent  of .  U.S.  .iaports  of.  aanufactures;  22  percent  of 

‘^'vihcse  iron  LDCs;  very  auch  higher  percentages  of  inports  of  certain 
•  *  .  •• 
electronic  and  apparel  items)  the  aaount  of  controversy  generated  by 

offshore  production  arrangeients  gives  thea.  a.  disproport.ionate  ...  ^ 

-  '  **  *  ■  ’  f  *  ... 

'?.^y  proainence.  To  critics  in  the  Third  World#  they  syabollze  not  only  a 
(  i  dcvelopaent  strategy  concentrating  on  export  proaotion#  and  the 

V-  * 

continued  deepening  of  external  links  to  a  fluctuating  world  econoay# 
^^.\,but  also#  since  they  are  often  under  the  control  of  foreign  investors#  ^ 
*^^4  8  strategy  guaranteed  to  expand  the  role  of  powerful  aultinational  .’'2 


corporations  as  a  political  and  econoaic  pressure  group  within  the  host  i, 

' state.  Considerable  debate  often  surrounds  the  guestions  of  how  auch  <**. 

■  '  - - 

(and  what  quality)  eaployaent  is  generated  by  these  activities#  what 
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their^net  contribution  to  the  host  ecoaony  balance  of  payaants  Is#  what 
sorts^'of  technology  are  transferred#  whether  industrialization  is  . 

•SS*  \  ^  5 

*^v  fo*te{ed#  how  auch  econoaic  instability  results  froa  dependence  on 
^  export  aarkets#  and  what  the  social  lapact  of  this  type  of  development  .. 
is.  Proponents  of  offshore  production  as  part  of  an  industrialization 
policy  generally  claia  a  net  positive  balance  on  these  points.’ 

T'.y 
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Offsnor*  production  also  generates  considerable  friction  within 
tne  industrialized  economies.  Labor  groups  are  skeptical  of  its  impact 
on  domestic  emplo/aent/  although/  at  least  in  theory/  It  can  increase 
use  of  domestically-produced  components/  stave  off  low-cost  foreign 
import  competition  and  otherwise  provide  employaent.  Some  fear  the 
loss  of  d.s.  competitiveness  through  the  the  leakage  of  technology  used 
in  foreign  plants/  or  the  deterioration  of  the  balance  of  payments  in 
key  industries.  The  workers  displaced  in  industries  where  production 
is  moved  offshore/  it  is  argued/  are  especially  vulnerable  to 
adjustment  problems. 

The  objective  of  this  overview  is  to  systematically  assemble 
factual  material  that  bears  on  these  questions/  and  evaluate  the 
validity  of  the  various  arguients  made  either  for  or  against  offshore 
production/  at  home  and  abroad.  In  the  next  chapter  the  significance 
of  offshore  production  activity  in  the  U.S./  Japan/  and  Europe  is 
documented/  and  the  reasons  for  important  differences  analyzed.  Growth 
in  J.S.  offshore  assembly  Is  examined  in  greater  depth  for  industries 
in  which  these  flows  are  particularly  important:  electronics/  apparel/ 
and  motor  vehicles  and  parts.  The  U.S.  906.30/607.03  import 
statistics/  while  by  no  means  a  comprehensive  measure  of  U.S.  offshore 
assembly  activity/  permit  a  uniquely  detailed  view  of  the  products  tney 
covet/  and  include  the  great  bulk  of  U.S.  offshore  imports.  The 
determinants  of  this  pattern  of  trade  are  then  examined.  The  effects 
of  offshore  production  on  the  industrialized  economies/  and  the 
developing  countries/  are  analyzed  and  evaluated  in  later  sections.  A 
brief  summary  follows  at  the  end  of  Chapter  II. 
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Later  chapters  of  this  book  shift  froa  a  global  perspective  to  a 
detailed  case  study  approach^  uith  a  richer  picture  of  how  econoaics^ 
politics/  and  social  instititutions  Interact  to  deteraine  a  pattern  of 
trade/  a  mode  of  industrialization/  and  their  effects*  Country  studies 
portray  asseably  operations  in  Mexico/  Coloabia/  and  Haiti;  an  industry 
study  focuses  on  what  is  probably  the  world's  nost  internationalized 
industry/  semiconductors*  k  final  chapter  draws  some  general 
conclusions  on  the  significance  and  effects  of  offshore  production. 

Offshore  production  should  be  understood  to  be  an  Integral  part  of 
broader  recent  trends  toward  greater  international  coapetition  in 
manufactured  goods/  expansion  by  multinational  firms/  and  indeed/  a 
qualitative  change  in  the  motivations  and  objectives  underlying  direct 
(C  foreign  investment  in  the  less  developed  world*  The  remainder  of  this 
chapter  develops  this  point* 


<C 
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It  is  noy  yidely  recognized  that  beteeen  the  early  i960s  and  the 
early  1980s/  an  important  and  uldespread  increase  in  the  role  of 
international  trade  in  the  major  industrialized  economies  occurred/ 
yith  a  particularly  large  cnange  in  the  volumes  of  manufactured  goods 
traded  internationally  a  key  element  in  this  shift  2/  (See  Table  I«l). 
In  tne  late  195Gs/  Japan  and  West  Germany  each  increased  ttieir  share  of 
the  industrialized  West's  rapidly  groying  imports  of  manufactures/ 
largely  at  the  expense  of  imports*  In  the  less  developed 

countries'  markets  for  manufactured  imports/  Japan  scored  a  much  larger 
increase  in  its  market  share/  again  largely  at  the  expense  of  the  U*S*/ 
but  also/  to  a  lesser  extent/  at  the  expense  of  the  Europeans  (See 
((  Table  II. 2). 

In  the  197js/  however/  the  situation  changed  dramatically*  All 
the  larger  industrialized  countries  (U*S*/  Japan/  and  the  EEC)  faced  an 
erosion  in  their  share  of  trade  in  manufactures  in  developed  and 
developing  country  markets*  Manufactured  imports  froa  the  rest  of  the 
world  and  particularly  the  developing  world/  scored  aajor  gains  in  both 
the  absolute  volume  and  in  their  relative  share  of  the  international 
market* 

In  retrospect/  it  seems  clear  that  important  dynamic  forces 
altered  world  trade  patterns  in  tnree  fundamental  ways* 

First/  by  the  1960s/  the  diffusion,  of  a  great  deal  of  postwar 
vintage  aanufaeturing  technology  throughout  the  industrialized  West  had 
taken  place*  In  industrialized  Europe/  a  well-developed  industrial  and 
(C  technological  base  was  strengthened  by  national  trade  and  Investment 
policies  that  forced  U*S*  foreign  investors  to  transfer  their  latest 


T«bl*  X-1 
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A.  Expert!  Ae  A  Vrepertlee  of  GMPi 
Tm  XnAutrial  Cevetlae 


1991 

1965 

1979 

Canada 

.23 

.19 

.29 

Franca 

.17 

.14 

.21 

Garnany 

.16 

.20 

.27 

Italy 

.12 

.17 

.25 

Japan 

.13 

.U 

.13 

Netbarlanda 

.47 

.45 

.52 

Svadan 

.31 

.23 

.31 

Swltaarland 

.27 

.30 

.34 

Onltad  Klngden 

.25 

.18 

.29 

tJnltad  Stataa 

.05 

.05 

.09 

Source:  McKlnaen  C1981),  p.  S32.  Aaaed  en  IMF  atatiatiea 

B. 

Beal  Growth  Batea  for  Output  and 

Experta  ef  Manufactureai  1965»1976 

1965-1976 

Oavolened  Countrlca 

Manufacturing  Output 

4.1 

Cxperta  ef  Manufactnrea 

9.1 

Ei^rta  ef  all  Freducta 

8.1 

Develesina  Ceuntrioa 

Manufacturing  Output 

6.7 

Experta  ef  Manufacturea 

12.7 

Ex^rta  ef  all  Froducta 

6.3 

Seoreet  Keeslns  (197f),  p.  A. 


Tabu  X-2 


A.  U.S.,  Jap«a«a«,  Vast  Garmaa,  and  EEC  Export  Sharaa 
of  Davalopad  Country  Inports  of  Manufaeturad  Goods 
(Pareant) 


Taar 

U.S. 

JAPAR 

W.  CEBUn 

EEC 

1965 

14 

3 

u 

38 

1972 

11 

5 

13 

41 

1979 

10 

4 

12 

39 

B. 

U.S.,  Japanese,  Vast  Garaan,  and  EEC  Shares  of 

Lass  Developed  Country  li^orts  of  Hsnufacturad 

Goods  from  the  Developed  Countries 

Taar 

U.S. 

JAPAR 

V.  CBBHART  EEC 

1965 

32 

13 

10  43 

1972 

26 

20 

11  41 

1979 

26 

19 

11  42 

Sourca:  U.S.  Dapartaant  of  Cowsrca,  cltad  in  Offica  of  Foralgn  Economic  Rasaareh, 
U.S.  Dapartaant  of  Labor  (1980),  Tablaa  111-9,  111-10. 
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■anufacturing  tachnology  to  branch  plants  in  order  to  penetrate  the 
lucrative  European  aarkets*  The  Japanese  took  another  approach/  and 
through  a  combination  of  policies  asking  entry  into  the  Japanese  aarket 
very  difficult  (through  trade  al  investaent)/  and  soae  tough/  shrewd 
and  coordinated  bargaining  for  technology  sales/  managed  to  move  very 
close  to  the  leading  edge  of  aanufacturing  knowhow  for  a  broad  range 
of  sophisticated  products*  Witn  the  U*S*  lead  in  tne  fabrication  of  a 
broad  array  of  widely*produced  manufactures  gone/  relatively  lower 
labor  costs  in  Japan  and  Europe  made  erosion  in  U*S*  market  snare  in 
this  trade  inevitable  (See  Table  1*3)* 

The  changes  of  the  197?s  occurred  as  developed  country 
manufacturers/  faced  with  increasing  international  competition/ 
relocated  the  production  of  manufactures  reguiring  significant  inputs 
of  unskilled  labor  to  even  lower  cost  locations  in  the  developing 
world*  Often/  as  the  result  of  organized  national  policies  to 
encourage  the  development  of  Industry  in  LDCs  (and  to  an  unquantifiable 
extent/  as  the  result  of  the  transfer  of  technology  through  the  local 
operations  of  multinational  firms)/  indigenous  industry  acquired  the 
capability  of  producing  the 'less  advanced  types  of  manufactures*  To 
some* extent/  the  figures  of  Table  1*2  exaggerate  the  loss  of  aarket 
share  of  U*S*  industry/  then/  since  the  overseas  operations  of 
U*S*'' firms  in  LOCs  shipping  to  domestic  and  export  tarkets  are  not 

V 

counted  in  U*S*  trade  statistics. 

^The  sane  is  true  for  European  and  Japanese  aanuf aeturers/  whose 
rapiilly  expanding  overseas  facilities  must  have  substantially 
(  compensatad  for  or  even  exceeded/  their  loss  in  direct  export  aarket 
share*  Cood  statistics  on  tne  growth  of  U*S*  overseas  production  are 


availabld/  and  it  is  clear  that  in  the  late  1960s  and  early  1970s/ 
extreaely  large  increases  in  the  scale  of  foreign  operations  occurred 
(See  Table  1.4). 

Over  the  11-year  interval  froa  1966  to  1977/  (current  dollar) 
sales  of  U.S.  vanufacturing  affiliates  increased  alvost  5D0  percent  In 
Europe;  1300  percent  in  Japan;  440  percent  in  Latin  Aaerica;  740 
percent  in  developing  Asia  and  the  Pacific. 

The  transfer  of  manufacturing  production  to  lou-cost  LJC  locations 
by  firms  based  in  the  industrialized  countries  is/  of  course/  limited 
by  barriers  to  trade  thrown  up  by  nan  and  nature.  The  man-made 
barriers/  in  the  fora  of  tariffs  and  other  trade  restrictions/  have  , 
limited  the  possibility  of  exporting  many  products  from  LDCs  to 
developed  country  markets.  Similarly/  protectionist  industrialization 
policies  in  LOCs  have  forced  the  bulk  of  foreign  investment  in  many 
developing  countries  to  be  oriented  toward  the  local  aarket.  Katural 
barriers  in  the  form  of  the  size  and  weight  of  products/  and  their 
associated  transport  costs/  limit  the  production  of  other  types  of 
goods  for  the  export  market/  and  the  nature  of  manufacturing 
technology  —  which  nay  make  it  difficult  to  separate  labor  intensive 
operations  from  more  skill  and  capital  intensive  steps/  which  may  be 
more  expensive  in  the  developing  countries  —  may  pose  a  problem  as 
well. 

dhile  production  overseas  to  service  local  markets  —  stimulated 
by  protection  and  transport  costs/  and  in  some  cases/  lower  production 
costs  --  had  long  been  a  feature  of  direct  foreign  investaent  by 
U.S.  and  European  producers  of  manufactures  during  the  postwar  period/ 
volume  manufacture  in  foreign  locations  for  reexport  to  the  home  market 


or  otner  export  aarkets  uas  a  qualitatively  new  feature  of  foreign 
manufacturing  operations  that  emerged  in  the  late  1960s*  fi/  Again/  the 
rather  good  data  available  for  U.S*  foreign  manufacturing  subsidiaries 
make  this  point  clearly*  As  Table  1*5  suggests/  hoaever/  this  growth 
in  export*oriented  manufacturing  operations  uas  a  highly  localizea 
phenomenon/  largely  confined  to  Asia/  and  to  a  auch  lesser  extent/ 

Latin  America* 

In  fact/  exports  to  the  U*S*  by  U*5*  affiliates  in  Europe  and 
Japan  tapered  off  sharply  in  importance  between  1966  and  1977/  as  might 
be  expected  given  the  large  increases  in  relative  labor  costs 
experienced  in  those  areas.  Even  more  so  than  before/ 

U*S*  manufacturing  operations  in  Europe  and  Japan  functioned  as 
vehicles  for  penetrating  the  local  market* 

On  tne  other  hand/  major  shifts  occurred  in  0*5*  investments  in 
Latin  America  and  Asia*  Probably  as  the  result  of  continued  reliance 
on  protectionist  import  substitution  policies  in  many  Latin  American 
countries/  U*S*  manufacturers  in  the  region  oecaae  iscfi  reliant  on 
sales  to  local  markets/  uith  the  exception  of  the  electrical  machinery 
sector/  where  significant  growth  in  the  relative  share  of  sales  going 
to  the  U*S*  market  took  place*  Really  striking  changes  are  apparent  in 
developing  Asia/  though/  where  in  excess  of  one»guarter  of  sales  went 
to  the  U*S*  in  1977/  compared  to  under  ten  percent  in  1966*  In 
electrical  machinery/  in  particular/  some  70  percent  of  output  uas 
shipped  back  to  the  U*S*  in  1977* 

Thus/  those  observers  uho  claim  that  the  1960s  and  1970s  marked  a 
new  stage  in  the  evolution  of  the  world  capitalist  system  2/  are  on  the 
mark/  Insofar  as  the  operations  of  U*5*  multinational  firms  seem  to 
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have  switched/  on  a  large  scale  for  the  first  tiae/  to  overseas 
production  of  aanufactured  exports  for  the  hose  aaricet.  Asia  and  Latin 
Anerica  were  the  prinary  locations  for  these  operations/  and  electrical 
Machinery  the  aajor  product. 

A  similar  phenomenon  appears  to  have  taken  place  in  Japanese 

Bultinationals.  Solid  figures  on  the  distribution  of  sales  are 

available  for  Japanese  affiliates  in  1975  (See  Table  1.6)  in  the  less 

developed  countries/  and  they  also  show  a  significant  proportion  of 

Sales  exported  to  Japan  froa  Asian  affiliates/  though  at  somewhat  lower 

levels  than  was  the  case  for  U.S.  affiliates. 

Japanese  firms  seem  more  prone  to  use  their  foreign  affiliates  (in 

investments  not  oriented  toward  securing  material  resources)  as  low 

cost  platforms  for  exports  into  marxets  other  than  Japan,  g/ 

European  Ciras/  by  way  of  contrast/  showed  relatively  little 

propensity  to  service  their  home  markets  through  exports  from 

affiliates  located  in  low-wage  areas.  2/  There  were  a  number  of  reasons 

which  might  explain  their  reluctance  to  move  offshore:  high  ESC 

tariffs  and  other  non-tariff  oarriers  to  trade  played  an  important  role 

in  inhibiting  offshore  production;  KL/  a  strong  and  organized  trade 
% 

union  movement  may  also  have  exercised  considerable  influence  in 

preventing  firms  from  relocating;  and  the  important  fact  of  significant 
\ 

state  participation  in  ownership  of  many  European  multinationals/ 
particularly  in  the  electronics  industry/  may  have  placed  further 
political  constraints  on  export  to  the  home  market  froa  foreign 
locations.  Certainly/  however/  European  firms  were  fully  able  to 
organize  and  coordinate  foreign  operations/  since  large  outflows  of 
direct  investment  continued/  throughout  the  1963s  and  1973s/  in  the 


Tabu  1-6 
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Dlatribution  of  Salas  of  Japanaaa  Foralgn  Subsidiaries,  1975 

(Pareant) 


Location  of  Invastnent: 


LATIK  AMEKZCA 
Exports  to  Other 

Japan  Exports 


ASIA 

Exports  to  Other 
Japan  Exports 


ISDUSTBT; 


All  Manufacturing 

7 

10 

26 

21 

Textiles 

6 

21 

28 

27 

Wood,  Paper,  Pulp 

43 

0 

48 

23 

Iron  &  Steel 

0 

3 

10 

12 

Electric  Machinery 

0 

8 

29 

25 

Transport.  Equipment 

.3 

2 

13 

13 

Other 

0 

11 

30 

24 

Soorea:  KITX,  aa  reported  in  Seklguchl  (1977),  p.  117 
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establisha«nt  of  nuaerous  foreign  subsidiaries  aiaed  at  penetrating 
protected  foreign  aarkets* 

The  growing  participation  of  foreign  affiliates  of  national  firas 
in  exports  of  manufactures  froa  LOCs  to  industrialized  country  aarkets 
probably  also  served  to  reduce  political  resistance  to  these  imports* 
The  evidence  indicates  striking  differences  in  the  benavior  of  the 
share  of  imported  manufactures  coaing  froa  LOCs  in  Surope/  the  (I.S*  , 
and  Japan.  In  all  three  industrialized  aarkets^  iiports  of 
manufactures  grew  considerably  in  relation  to  total  consumption  of 
manufactures/  though  much  more  so  in  the  EEC  and  the  U.S./  than  in 
Japan  (See  Table  1.7). 

In  the  U.S./  however/  the  LOC  share  of  manufactured  imports  grew 
by  about  42  percent  between  1958  and  1977/  in  Japan  by  about  64  percent 
over  the  same  period.  In  both  markets/  LOCs  accounted  for  about 
one-third  of  inudstrial  Imports  in  1977.  In  Europe/  on  the  other  hand/ 
tne  LOC  snare  stayed  roughly  constant/  at  about  20  percent  of  imports. 
Of  course/  the  low  L3C  market  share  in  Europe  aay  siiple  reflect  the 
same  trade  restrictions  that  dissuade  European-based  firms  from 
stepping  up  offshore  exports  to  their  home  markets. 

In  short/  then/  the  19&0s  and  1970s  witnessed  a  rapid  growth  in 
exports  of  manufactures  froa  less  developed  countries.  The  expansion 
of  operations  of  multinational  firas  froa  the  U.S./  Western  Europe/  and 
Japan/  through  difficult  to  quantify/  must  have  accounted  for  a 
significant  portion  of  this  growth/  though  output  by  indigenous  firms 
also  grow  rapidly.  As  basic  lanufacturing  technology  became  more  and 
more  widaiy  diffused/  competition  based  on  lowering  production  cost  for 
standard  products  became  widespread.  In  the  19S0s  and  early  196Js/ 


/ 
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this  conpetitlon  to  thon-doainant  (!•$•  producers  was  eantarad  on 
Japanese  and  European  producers/  uho  laced  significantly  lower  labor 
costs.  3ut  as  the  result  of  greatly  lowered  costs  of  transport  and 
coaaunication  in  the  less  developed  areas  of  the  world/  rising  wage 
rates  in  Japan  and  Europe/  and  defensive  investaent  by  'J.S.  producers 
in  production  of  their  product  in  lower  cost  LD2  locations/  vigorous 
international  competition  in  the  sale  of  standard  manufactured  products 
developed.  This  heightened  coapetition  had  serious  conseguences  for 
certain  industries/  and  offshore  production  can  best  be  understood  as  a 
strategy  for  response. 


(( 
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Chapter  II 
Overview 


Offshore  Production  In  the  Industrial  Economies:  The  United  States 

Semiconductors 
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Offshore  Production  In  Europe  and  Japan 
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The  EEC 
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Economics,  Politics,  and  the  Pattern  of  Offshore  Production 
Impacts  of  Offshore  Production  on  the  Industrial  Economies 
Offshore  Production  and  the  Developing  Economies 
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Soclal/Polltlcal  Issues 
Linkages 

The  Transfer  of  Technology 
Stability/Dependence 
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Chapter  II 
SXACXifiU 

aiIstisLfi.E£&(luc£iaa.lD^bfi-lQdust£ial.££&aaalfts:  Xtifi.aQllftd.&£alsa 

A  brief  survey  of  the  nature  and  extent  of  offshore  production 
arrangements  in  the  lajor  developed  economies  is  needed  to  document  the 
extent  of  this  traie.  Altnough/  logically/  offshore'  production 
facilities  can  supply  products  to  any  or  all  of  many  export  markets/ 
available  statistics  only  periit  us  to  exaaine  floes  of  imports  into  a 
developed  country  market  uhich  use  components  previously  shipped  from 
that  same  market/  in  any  detail. 

distorically/  large*scaie  volumes  of  offshore  assembly  originated 
in  the  U.S.  semiconductor  industry.  Because  the  semiconductor  industry 
continues  to  be  the  lost  important  single  offshore  product  flow  into 
tne  U.S.  market/  because  it  illustrates  vividly  many  of  the 
complexities  and  issues  related  to  the  use  of  offshore  production/  and 
because  a  full  understanding  of  the  economics  of  product  flow  in  that 

e 

industry  ragulres  rather  detailed  discussion/  it  is  the  suD:)ect  of  a 
cas^  study/  uhich  nay  be  found  further  into  tnis  book.  Suffice  it  to 
say  here  that  offshore  assembly  in  Asia  began  as  a  response  by 
U.S«  semiconductor  manufacturers  to  low  cost  Japanese  transistor 
impgrts/  bacauso  the  other  major  alternative  —automation  of 
lab^r-intansiva  operations  —  was  impractical  because  of  the  rapid 
rate  of  technological  innovation  and  product  obsolescence  in  the 


industry 


32 


It  is  enlightening  to  first  briefly  consider  precisely  what 
UmSm  aanufactures  were  aost  affected  by  increasing  levels  of  foreign 
imports  in  the  later  1960s  and  early  1970s.  Table  Il.l  pinpoints  a 
relatively  liaited  number  of  industrial  products  in  which  iaports 
showed  significant  growth  in  d.S.  market  share  over  the  1966*1975 
period.  Those  products  include  soae  relatively  unsophisticated 
aanufactures  -*  apparel^  footwear#  pottery#  simple  metal 
products  **  and  a  limited  number  of  more  sophisticated 
items  *•  textile  machinery#  radio  and  T.V.  receivers#  seaxconductors# 
autos  and  motorcycles#  and  watches  and  clocks.  As  we  shall  see 
shortly#  offshore  production  has  been  a  particularly  important  factor 
in  fast*rising  imports  of  this  latter  group  of  more  sophisticated 
products. 

The  chief  source  of  information  on  offshore  production  going  to 
the  U.S.  market  is  a  set  of  statistics  maintained  by  the 
U.S.  International  Trade  Commission  of  iaports  entering  the  C.S.  under 
tariff  items  606.33  and  8C7.33  (henceforth#  806/8C7).  These 
statistics#  which  go  back  in  rudimentary  form  to  1966#  and  are 
available  in  a  detailed  and  comprehensive  form  from  1972  on#  11/ 
provide  us  with  a  picture  of  imports  entering  the  U.S*  which  are 
assembled  from  components  previously  exported  from  the  U.S. 

The  U.S.  806/807  tariff  sections  represent  a  special  sort  of  trade 
liberalization.  Only  fabricated  and  assembled  U.S.  components#  and  not 
tne  value  added  in  the  form  of  foreign  components#  labor  costs#  and 
capital  charges#  are  exempted  from  duty.  12/  It  is  readily  shown  that 
this  has  the  effect  of  cheapening  the  price  of  J.S.*«ade  components 
relative  to  labor  and  capital  in  the  foreign  country  in  which  assembly 
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mcBNi  or  nu  bppplt 

ZIOktBTKr 

1966  1976 

Sugat 

20 

23 

Wlna  6  Brandy 

U 

26 

Bottlad  Llquoro 

» 

27 

Cunad  and  Curad  Saafooda 

23 

maeallaneou  Taxtlla  Coedo 

1 

» 

64 

Balt  Outatwaar  Sparta  Shlrta 

1 

23 

Otbar  Mn'a  and  Bey'a  Sperta  Shlrta 

►  Appatal 

20 

Balneeata 

47 

Inathar  Clothlnt 

1 

SO 

Shlnglaa,  Coeparaga  Stack 

29 

Pulpnlll  Pradaets 

31 

33 

Hadlelnala  and  Batanleala 

U 

26 

Waon'o  raatwaar  1 

1 

^  POetwaar 

27 

All  Othar  raatwaar  j 

57 

Luggage  J 

22 

Wann'a  Indhaga  nd  Puran 

32 

Eaithanwara  Paad  Ptanaila  * 

J.  Pattary 

61 

Debar  Pottery  Produeta 

39 

CleetTOMCallurgleal  Pradueta 

37 

Steal  MaUa 

Matal 

34 

Baflned  Capper 

Pradueta 

11 

20 

Zlne  Baflnlng  Pradueta 

16 

44 

itanferraua  Baflnlng  Pradueta 

«< 

40 

Text 11a  Haehlnery  n 

TaxtUa 

14 

30 

Sewing  Maehlnaa  J 

Maehinary 

40 

47 

Badla  and  T.V.  Baealwara 

10 

43 

Snlenduetara 

20 

Paaangar  Cara 

16 

20 

Motareyelaa,  Bieyelea,  and  Parta 

51 

Watehaa  nd  Claeka 

17 

32 

Delia  and  Stuffed  AniaMla 

25 

*4<4iclt  SZC  PreAieta  irlth  laporta  •^iiaZ  to  20  parent  ot  bow  oupplp  (output  nd 
laperta)  aad  waluod  at  owar  $100  ■lIllOB  in  1976.  Blank  In  1966  aMBo  undar  tn 
parent  of  aav  aupplp  Inportad. 

Seureo;  U.S.  Bepartnnt  of  Cennarea,  Buraau  of  Va»  Canaua,  P.5.  Cwnndlty  motto 
and  iBBorta  ao  Balatad  to  Output.  1975  and  1976,  1966  nd  1967. 
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operations  are  located*  In  effect^  when  exporting  to  the  U*S*  under 

606/807/  a  producer  located  abroad  faces  the  equivalent  of  a  "noraal** 

tariff  and  a  subsidy  of  tl^  per  U*S*  component  assembled  overseas/  with 

t  the  U*S.  tariff  rate  and  the  price  of  the  J*S.  component#  so  that 

the  net  price  to  an  assembler  of  il.S*  components  is  (l  *  tlP^.*  This 

n 

has  two  important  effects  on  production* 

First#  if  u*S*  components  can  be  substituted  for  other  inputs 
(foreign  components#  capital#  labor)#  it  encourages  the  use  of  more 
U*S*  components  per  unit  of  output  than  would  otherwise  be  the  case* 
U*S*  components  are  substituted  for  foreign  components#  and  more 
component'intensive  production  processes  adopted#  given  prevailing 
input  prices*  Since#  however#  there  are  large  differences  in  factor 
prices  inside  and  outside  the  U*S*#  we  cannot  generally  predict  the 
relative  intensity  of  component  use  without  further  information  about 
the  technical  substitution  possible  between  inputs* 

Second#  the  effective  reduction  in  U*S*’'built  component  costs 
associated  with  806/807  depends  on  the  magnitude  of  the  tariff  on  the 
assembled  product*  In  unprotected  industries#  sections  806  and  807 
have  absolutely  no  economic  effects*  With  low  tariffs#  there  is  a 
small  cost  advantage  in  the  use  of  806/807  and  (l*S*  components;  with 
high  tariffs#  such  components  receive  a  large  subsidy*  Since  transport 
costs  might  normally  be  expected  to  make  the  use  of  foreign  components 
somewhat  cheaper  relative  to  the  use  of  unsubsidized  (J*S*  components 
abroad#  we  should  observe  taat  the  use  of  806/837#  and  U*S*  components# 
ought  to  occur  in  protected  industries#  and  in  industries  using 
technologically  sophisticated  inputs  unavailable  offshore* 
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Ine  306/807  U«S.  tariff  sections^  then/  facilitate  greater  iaports 
into  the  U.S.  aarlcet/  but  in  a  uay  clearly  serving  to  siaultaneously 
foster  greater  U.S*  exports  of  components  and  parts  for  assembly 
(though  it  is  not  clear  that  this  end  was  accomplished  by  explicit 
design).  H/  One  can  expect  the  806/807  tariff  iteis  to  be  used  for  the 
export  of  offshore  production  to  the  U.S.  whenever  the  tariff  rate 
exceeds  transport  costs  as  a  fraction  of  the  O.S.  coaponent  price/  and 
foraign-producei  components  are  either  unavailaole/  or  available  at  a 
cost  exceeding  the  U.S.  component  price  less  the  savings  realized  after 
taxing  tarif f^sparing  and  transport  costs  into  account.  l,i/  Thus/ 
(oarring  large  transport  costs)  a  foreign  component  aust  actually  be 
cheaper  than  a  U.S.  coaponent  for  its  use  to  be  economic  in  production 
1  '  for  the  U.S.  markets. 

As  ae  shall  see  shortly/  aucn  of  805/897  iaports  represents 
transfers  within  the  confines  of  a  single  multinational  firm.  Since 
this  trade/  in  addition/  is  largely  in  sesifinished  goods/  the 
difficulties  that  aight  arise  (because  of  possiole  transfer-pricing)  in 
determining  the  aarket  value  of  such  shipaents  are  compounded  even  for 
Independent  ara's  length  transactions.  Independent  contracting 
relationships  often  require  that  inputs  be  furnished  in  kind/  and  the 
temptation  to  undervalue  such  transfers  (if  they  are  dutiable  IS/  ) 
will  exist.  A  detailed  discussion  of  U.S.  customs  evaluation 
procedures  for  606/607  trade  is  supplied  as  an  appendix  to  this 
discussion/  all  signs  point  to  underreporting  in  the  custoas  value  used 
in  official  trade  statistics/  relative  to  what  a  true  aarket  value 

f( 

aight  be.  Thus/  806/807  iaport  statistics  probably  underreport  the 
true  iaportance  of  such  offshora  exports  relative  to  other  iaportS/ 
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when  such  comparisons  are  made. 

Since  1966/  U»S«  8C6/B37  imports  have  grown  faster  than  a  rapidly 
growing  U*S.  import  bill/  from  about  4  percent  to  about  6  percent  (in 
1980}  of  U.S.  aerchandise  iiports*  The  growth  nas  been  much  more  rapid 
in  relation  to  imports  of  selected  groups  of  manufactures.  In  1966/ 
806/807  imports  amounted  to  B  percent  of  imports  of  apparel/  metal 
products/  and  other  manufactures  (schedules  3/6/  and  7  of  the  U.S. 
tariff).  For  apparel  alone/  imports  under  306/307  amounted  to  under  .5 
percent  of  imported  apparel;  and  about  10.5  percent  of  metal  products 
came  in  under  306/307.  By  1930/  roughly  12.6  percent  of  combined 
imports  of  the  three  schedules/  over  6  percent  of  apparel/  and  almost 
15  percent  of  metal  products  were  B06/807  impotts  (See  Table  II. 2). 

Offshore  production  exported  to  the  U.S.  is  even  more  important  in 
relation  to  U.S.  imports  of  manufactures  from  LDCs.  In  1977/  tnere 
were  about  615.3  billion  in  U.S.  imports  of  manufactures  from  LJCs 
(excluding  chemicals/  nonferrous  metals/  and  iron  and  steel).  Ifi/ 
Imports  from  LDCs  under  806/807  amounted  to  roughly  $3.3  billion  11/  or 
about  22  percent  of  LDC  manufactures  entering  tne  U.S./  in  1977. 

It  is  also  clear  that  much  of  this  trade  is  internal  to  the 
multinational  operations  of  U.S.  firms.  One  way  to  see  this  is  to  note 
tnat  all  u.S.  Imports  shipped  by  U.S.  manufacturing  affiliates  in  LUCs 
(excluding  food/  chemicals/  and  primary  metals)  amounted  to  just  under 
$d  billion  in  1977.  Ifi/  Since  the  analysts  at  the  U.S.I.T.C.  entrusted 
with  these  statistics  judge  that  *'a  large  part**  of  806/887  trade  is  by 
U.S.  firms  and  their  foreign  affiliates  li/  it  is  certain  that  an  even 
larger  part  of  the  U.S.  experts  of  U.S.  foreign  affiliates  is  806/807 
trade. 
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Anotiier  way  to  appraoch  the  issue  is  by  examining  U«S«  "related 
party"  (basically/  with  a  5  percent  or  more  ounership  relation  between 
importer  and  exporter)  imports  in  areas  where  836/697  Is  important. 

This  is  done  in  Table  11.3/  for  8  aajor  types  of  805/607  iaports  that 
made  up  72  percent  of  the  value  of  all  U.S.  636/897  iaports  1976.  In 
some  cases/  it  is  possible  to  put  bounds  on  the  portion  of  806/307 
iaports  that  come  from  related  parties;  it  is  clear  for  example/  that  a 
very  large  part  of  606/607  imports  of  T.V. *S/  semiconductors/  and  motor 
vehicles  were  related  party  transactions.  Vhen  these  statistics  are 
disaggregated  at  the  individual  country  level/  the  relationship  is  even 
more  striking.  21/  ifhlle  a  related  party  transaction  does  not 
necessarily  indicate  an  internal  production  flow  (since  it  can  also 
describe  flows  between  purchasing  and  sales  affiliates/  as  well  as 
production  affiliates)/  when  taxen  with  the  other  available  evidence/ 
tikese  data  seem  to  clearly  indicate  that  806/607  imports  are  dominated 
by  the  trade  of  multinational/  and  especially/  U.S.  firms.  22/ 

The  major  exception  to  the  dominance  of  805/807  imports  by 
transnational  firms  seems  to  be  in  the  apparel  industry.  In  1969/ 
according  to  the  U.S.  Tariff  Commission/  23/  about  haif  of  ali  such 
iaports  of  wearing  apparel  were  by  jobbers  or  contractors  dealing  with 
foreign  subcontractors  in  which  they  had  no  financial  interest. 

The  d  major  product  lines  detailed  in  Table  IZ.3/  in  fact/  have 
dominated  U.S.  806/837  iaports  since  their  Inception.  Table  II.4 
demonstrates  that  these  8  items  accounted  for  about  2/3  of 
U.S.  components  incorporated  into  366/807  iaports  in  1969  and  1978.  In 
1969/  they  made  up  about  the  same  fraction  of  the  total  value  of 
806/807  imports;  by  1978/  they  had  grown  to  over  70  percent  of  these 
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T«bl*  ZZ-4 


Belativ*  Zaportanec  of  Major  806/807  Znport  Ztaaa 
1969  (807  only)  and  1978  (806  and  807  iaporta) 
(Pareent) 


1969 

Product  Total  Valua 

U.S.  Valua 

Total  Value 

1978 

U.S.  Value 

T.V.  Raeelvara 

5.3 

U.O 

7.6 

8.3 

and  Parta 

Motor  Vahlelaa 

AS.O 

3.1 

33.9 

2.5 

Motor  Vahlelaa  Parts,  ate. 

.4 

.5 

4.5 

1.9 

Samleonduetora 

6.4 

18.4 

15.2 

34.2 

Offlea  Machinery  and  Parta 

5.9 

U.4 

3.7 

4.2 

Text 11a  and  Apparel  Products 

2.1 

23.0 

4.2 

9.8 

Equlpaent  for  Making. 

.4 

1.0 

1.2 

2.7 

Breaking,  and  Connecting 

Electrical  Circuits 

Watches  and  Clocks 

.1 

.2 

2.1 

2.9 

Total,  8  Major  Products 

65.6 

68.6 

72.4 

66.5 

Total,  Other  Electrical 

16.9 

28.5 

13.6 

16.9 

Equlpeent  of  irtileh 

Industrial 

9.9 

21.7 

7.4 

10.8 

Consuaer 

6.2 

5.0 

4.4 

2.9 

Ces^onants 

.8 

1.8 

1.8 

3.2 

Total,  8  Major  Products 

82.5 

97.1 

86.0 

83.4 

and  Other  Electrical 

Sooreat  Appandlx  2,  and  unpubllahad  statlstiea  of  tba  D.S.Z.T.C. 


inports* 

If  other  electrical  and  electronic  products  are  added  to  the 
totals  for  these  8  major  products/  the  totals  are  brought  up  to  about 
8j  percent  of  total  value  and  97  percent  of  the  U*S*  conponent  value  in 
1969/  86  percent  and  83  percent/  respectively/  in  1978*  2i/  Thus/ 

U*S.  8u6/dC7  imports  are  largely  confined  to  aotor  vehicles  and  parts/ 
apparel/  and  various  types  of  electrical  equipment  ("office  machines" 
are  overwhelmingly  electronic  calculators  and  computers;  "watchAS  and 
clocks"  are  the  electronic  solid-state  types).  H/ 

These  products  are/  with  feu  exceptions/  products  that  we 
previously  identified  (in  Table  TI*1}/  as  suffering  from  increasing 
competition  from  foreign  imports*  This  points  to  the  Inference  that 
3U6/907  Imports/  and  their  corresponding  offshore  production 
arrangements/  ate  often  a  response  to  lou-cost  foreign  competition*  An 
examination  of  the  detailed  circumstances  of  rising  9)6/877  imports  in 
major  products  confirms  this  conjecture* 

SfiilcaaduciaLa 

Semiconductors/  for  example/  uere  (in  1978)  by  far  the  most 
important  use  (over  one-third  of  the  total)  for  U*S*  components  in 
offshore  production*  The  concrete  details  of  the  rise  in  offshore 
assembly  of  semiconductors  are  most  illuminating/  and  are  the  subject 
of  a  separate  essay  in  this  volume*  To  summarize  a  key  point/  houever# 
offshore  production  of  semiconductors  by  U*S*  firms  originated  as  a 
response  to  low  cost  Japanese  transistor  imports/  and  provides  an 
important  example  of  offshore  assembly  as  an  adjustment  strategy  for  a 
0*S*  industry  threatened  by  foreign  imports* 


Seolconductors  also  illustrate  other  icey  points*  Firsts 
manufacturers  are  generally  faced  with  a  choice  between  two  distinct 
responses  to  foreign  imports  whose  competitiveness  is  based  on  lower 
labor  cost.  They  can  either  automate/  and  reduce  the  importance  of 
laoor  cost  (and  often#  inrease  product  quality)#  or  go  offshore  to  beat 
tne  foreign  coapetition  at  its  own  game.  Autoiation  —  because  it 
generally  requires  large  fixed  investments  **  is  generally  economic 
only  when  large  production  runs  are  guaranteed.  In  electronics  in 
general  (and  semiconductors  in  particular)#  rapid  and  continuous 
technological  change#  and  the  constant  cycle  of  obsolescence  and 
innovation#  has  been  an  obstacle  to  autovation.  Siailar.ly#  in  apparel# 
frequent  and  unpredictable  change  in  fashions  and  styles  has  posed  a 
similar  barrier  to  automation.  It  is  not  surprising#  then#  to  find 
electronics  and  apparel  production  dominating  396/9)7  imports. 

Second#  tne  nature  of  the  technical  characteristics  of  the  product 
that  determine  transport  cost#  the  separability  of  labor>intensive 
operations  from  other  production  steps#  and  capital  intensity  of 
assembly  operations  are  critical  to  the  decision  to  produce  offshore. 
For  .  apparel  and  electronics#  nigh'-value-to-wslght  ratios  reduce 

I 

transport  costs  as  a  barrier  to  trade#  and  production  operations  are 
easily  separated  into  distant  steps  (manufacture  of  components# 

assembly#  testing  and  packaging)  that  do  not  require  physical 

% 

contiguity.  All  these  products  require  large  inputs  of  unskilled  labor 
in  the  assembly  stage#  when  labor-intensive  methods  are  used#  and 
relatively  small  inputs  of  capital. 


The  second  aost  important  uses  of  U*S.  coiponents  for  reiaport  in 
assembled  products,  in  1976,  was  the  offshore  apparel  industry. 
iBports  from  Latin  American  countries,  and  especially  Mexico,  dominate 
these  products;  in  bodysupport  garments,  however,  the  Philippines  is 
the  second  largest  producer.  This  fact  is  rooted  in  the  history  of  the 
industry  ••  during  the  196&s,  Hong  Kong  and  the  Philippines  were  the 
primary  exporters  of  bras  to  the  U.S.,  competing  in  large  measure  with 
Puerto  Rican  factories,  and  limited  by  voluntary  quota  agreements.  2&/ 

The  technology  utilized  in  apparel  is  one  of  the  most 
labor-intensive,  and  —  as  was  documented  above  —  637  imports  have 

grown  extraordinary  rapidly  as  a  portion  of  total  imports  and  of 
domestic  production.  Numerous  "voluntary"  quotas  which  impose  national 
ceilings  on  exports  prevent  us  from  reading  much  economic  meaning  into 
trends  in  the  location  and  level  of  exports. 

Nonetheless,  the  aost  rapid  growth  in  807  apparel  imports  has 
taken  place  in  daiti,  the  Dominican  Republic,  SI  Salvador,  Nicaragua, 
and  Barbados.  Nage  rates  in  all  these  areas  are  among  the  lowest  in 
Latin  America. 

Colombia  showed  very  rapid  growth  until  1975,  end  then  dropped  off 
to  a  much  lower  level.  The  dynamics  of  offshore  production  of  apparel 
in  Colombia  are  discussed  later  in  this  volume,  and  in  Norawetz  (1981). 
The  key  factors  behind  Colombia's  rise,  and  subsequent  decline,  in 
806/807  apparel  exports  to  the  O.S.,  were  the  relative  returns  to 
Colombian  producers  of  exports  vis-a-vis  production  for  the  domestic 
(and  other  Latin  American  markets). 


Most  Interostingly#  uhilo  nost  605/807  apparol  imports  coae  from 
Latin  America/  they  represent  a  small  portion  of  overall  U.S.  apparel 
imports/  which  mainly  come  from  Southeast  Asia*  As  .^orauetz  points 
out/  a  major  reason  for  this  dichotomy  must  reside  in  fabric 
prices*  22/  In  Southeast  Asia/  high  quality  fabrics  are  available  to 
exporters  at  internationally  competitive  prices/  while  Latin  America's 
fabric  producers/  protected  by  trade  policies  aimed  at  promoting  import 
substitution/  are  high  cost  sources  of  inputs*  ThuS/  internationally 
competitive  apparel  exports  from  Latin  America  almost  necessarily  must 
involve  the  dutyfree  entr/  and  re*export  of  imported  fabrics*  For  the 
U*S*  market/  this  explains  the  predominance  of  836/3)7  imports  in 
garment  trade  with  Latin  America* 

Horawetz  also  points  to  problems  and  delays  in  the  administration 
of  the  dutyfree  drawback  arrangements  under  which  Colombian  producers 
can  use  foreign  inputs  as  a  major  obstacle  to  Coloioian 
competitiveness*  This  emphasizes  another  major  factor  in  the  growth  of 
offshore  production/  the  availability  of  dutyfree  export  processing 
zones/  or  drawback  arrangements/  as  a  key  element  in  the  attractiveness 
of  an  offshore  location*  This  issue  is  discussed  in  much  greater 
detail  in  the  semiconductor  study/  as  well  as  the  country  studies  of 
Mexico/  Haiti/  and  Colombia/  in  this  volume* 

In  apparel/  in  general/  807  imports  showed  constant  growth  until 
1975/  and  since  then  have  remained  relatively  stable*  The  dominance  of 
Latin  American  exporters  also  suggests  that  guotas/  and  the  transport 
costs  for  materials/  nay  have  some  significant  role  in  the  geographical 
origin  of  these  imports*  Mexico  dominates  offshore  assembly  in 
apparel/  with  roughly  forty  percent  of  all  807  imports  in  1977*  This 
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Is  a  substantial  drop  from  a  peak  of  almost  sixt/  percent  of  697 
apparel  imports  in  1972/  and  is  probably  related  to  both  rising  wage 
costs  and  quotas. 

Motor  vehicles  and  parts  alone  represent  almost  two-thirds  of  607 
imports  into  tne  United  States  from  developed  coutrles/  and  are  typical 
of  dC6/897  imports  from  the  industrial  countries/  in  that  they  usually 
include  a  very  small  number  of  U.S.-made  components  (often  to  meet 
product  safety  standards  or  local  consumer  tastes)  that  account  for 
trivial  amount  of  the  value  of  a  basically  foreign-aade  product.  The 
products  imported  from  industrial  countries  embody  well  over  90  percent 
foreign  value  added  (in  motor  vehicles  it  is  close  to  93  percent). 

This  can  hardly  be  considered  a  production  sharing  activity.  On  the 
other  hand/  the  total  value  of  307  products  imported  from  developing 
countries  is  on  the  average  about  equally  divided  between  value  added 
abroad  and  United  States  components.  28/ 

Total  807  imports  of  motor  vehicles  and  parts  have  shown  steady 
growth/  in  both  developed  and  developing  countries.  The  great  bulk  of 
these  Imports  are  from  developed  countries/  where  "svall  quantities  of 
U.S. -manufactured  parts  are  incorporated  into  essentially  foreign  motor 
vehicles.**  22/  This  is  reflected  in  extraordinarily  large  percentages 
of  dutiable  value;  the  major  exceptions  to  this  rule  are  Canada  and 
Mexico.  In  Canada/  because  of  the  U.S. -Canadian  automotive  pact/  a 
much  higher  percentage  of  U.S.  parts  are  used.  In  Mexico/  a  1969 
decree  linked  the  production  quotas  of  U.S. -owned  firms  in  the 
lucrative  Mexican  market  to  volumes  of  exports/  and  the  firms  have 
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responded  by  dranatically  increasing  their  export  of  autoaotive  parts 
to  the  U.S*  aaricet. 

As  a  result/  autoaotive  exports  froa  Mexico  under  607  have  shown 
extreaely  rapid  growth/  going  from  about  $6  nillion  in  1971  to  $90 
■lllion  in  1977.  The  other  najor  LDC  exporting  to  the  U.S.  aarlcet/ 
Brazil/  has  shown  equally  iapressive  growth/  though  such  saaller  in' 
absolute  voluae* 

Autoaotive  exports  froi  Mexico  are  still  relatively  ainor  in 
relation  to  U«S«  production;  in  1978/  for  exaaple/  the  total  value  of 
Mexican  306/807  iaports  of  aotor  vehicles  and  parts  accounted  for  less 
than  one*third  of  1  percent  of  the  value  of  output  froa  the 
U.S*  industry/  while  dutiable  806/807  value  (which  includes  the  value 
of  Mexican  labor/  parts/  and  overhead  used  in  these  exports)  aiounted 
to  less  than  one*half  of  1  percent  of  employee  compensation  in  the 
U.S.  industry*  31/ 

Nevertheless/  auto  parts  exports  froa  Mexico  are  expanding* 

Various  studies  indicate  that  such  "outsourcing**  of  auto  coaponents 
used  in  U*S«  production  will  becoae  increasingly  coiaon*  A  recent 
study  by  researchers  at  the  University  of  Michigan  predicted  15  to  35 
percent  of  all  auto  parts  will  be  iaported  by  1935/  compared  to  5 
percent  in  1961*  32/  An  Arthur  Andersen  and  Coapany  consulting  study 
predicts  $7*5  billion  in  iaported  car  parts  iaported  in  1998/  while  the 
Transportation  Department  estiaates  3*2  million  engines  in  U*S*-aade 
cars  will  be  iaported  in  1933*  33/  The  autoworicers'  union  has  responded 
by  lobbying  for  legislation  imposing  national  content  requireaents  on 
U*S*-aade  cars/  3i/  addressed  as  auch  to  the  continuing  increasing 
levels  of  Japanese  imports  as  to  the  relatively  minor  amounts  of 
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Mexican  iaports. 

I«l£iclsi2Q^fi£fiiX££fi.aQd^acls 

The  last  sajor  8C6/807  iaport  ue  uill  exanine/  7*V»  receivers  and 
subassemblies^  is  second  only  to  semiconductors  and  autos  in  terms  oi 
total  value  of  imports/  and  trails  only  semiconductors  and  apparel  in 
terms  of  reimported  U«S«  content.  In  many  ways/  the  experiences  of 
J.S.  television  producers  with  offshore  production  represent  the 
extremes  to  which  the  international  realignment  of  an  industry  can  be 
pushed  by  trade  policy. 

As  was  the  case  in  most  of  the  other  electronic  products  in  which 
offshore  production  by  U.S.  firms  has  become  the  predominant  mode  of 
organization/  the  (/.S.  T.V.  industry  was  heavily  influenced  by  Japanese 
competition.  The  Japanese/  in  the  late  1950s/  had  vastly  expanded 
tneir  output  of  low  cost  transistors/  and  electronic  exports  using 
those  transistors  as  components  (this  sparked  the  initial  offshore 
movement  by  the  U.S.  semiconductor  industry  in  1961;  see  the 
semiconductor  case  study).  In  the  early  1960S/  the  Japanese  introduced 
transistorized  portable  black  and  white  television  sets  into  the 
U.S.  market/  imitating  their  earlier  success  with  the  ubiquitous 
transistor  radio.  These  exports  proved  to  be  an  enormous  success/  and 
soon  made  large  inroads  into  shipments  of  black  and  unite  televisions 
by  U.S.  producers.  U.S. -based  production  of  black  and  white  sets 
peaked  in  1965/  and  has  basically  been  in  decline  ever  since. 

Table  11.5  documents  the  effects  of  this  Japanese  competition  on 
the  U.S.  industry.  Imports  went  from  about  16  percent  of 
U.S.  consumption  in  1966/  to  about  60  percent  by  1971.  Since  the 


Japanes*  coapatition  was  able  to  produce  at  low  cost  in  part/  at  least/ 
because  of  relatively  lou  wage  rates/  U*S.  firas/  struggling  to 
survive/  aoved  auch  of  their  T«V.  asseably  operations  offshore/  to 
Mexico/  Taiwan/  and  (later)  Singapore.  Roughly  40  to  50  percent  of 
U.S.  iaports  caae  in  under  tariff  itea  607  in  the  later  19SDs;  with  the 
vast  bulk  of  these  iaports  coaing  froa  the  offshore  operations  of 
U.S.  firas  in  Mexico  and  Taiwan. 

As  U.S.  firas  went  offshore/  and  wages  in  Japan  continued  to  rise/ 
Japanese  producers  also  went  offshore  to  produce  their  black  and  white 
television  sets;  Japanese  firas  in  Taiwan  and  Korea  soon  were  exporting 
substantial  nunoers  of  black  and  white  sets.  In  addition/  since  the 
technology  of  television  production  was  by  then  well  known/  especially 
for  the  less  complex  black  and  white  models/  indigenous  producers  in 
Taiwan  and  Korea  entered  the  export  market.  Gradually  exports  from 
Japan  of  black  and  unite  sets  dropped/  and  Taiwanese  and  Korean  imports 
increased  (See  Table  II.6).  By  the  mid*1970s/  the  Japanese  had  also 
aoved  a  substantial  portion  of  their  black  and  white  production 
offshore.  ^5/ 

The  net  effect  of  these  changes  was  very  rough  going/  indeed/  for 
tne  U.S.  television  industry.  Although  nominally/  in  1976/  some  20 
percent  of  monochrome  receivers  sold  in  the  U.S.  were  still  "produced** 
in  the  U.S./  substantial  imports  of  subassemblies  and  parts  froa 
offshore  locations  in  Mexico  and  Taiwan  were  incorporated  into  these 
sets.  And  many  casualties  of  this  competition  fell  by  the  wayside:  in 
1960/  there  had  been  27  U.S.  firms  assembling  televisions;  by  1976/ 
there  were  12.  Of  the  12/  only  7  produced  black  and  white  sets/  2  had 
been  acquired  by  a  Japanese  firm  (Sanyo  and  Matsushita)/  1  was  acquired 


by  a  Dutch  aultinational  (Philips)/  and  another  of  the  12  (Sony)  uas  a 
start-up  by  a  Japanese  aultinational*  36/ 

In  the  early  197Gs/  this  history  again  repeated  itself  with  color 
televisions.  The  Japanese  again  aggressively  proaoted  saaller  solid 
state  television  sets/  this  tiae  with  color  sets  (solid  state  sets/  in 
addition  to  being  sore  portable/  are  aore  reliaole  and  consuae  less 
power).  Aaerican  producers  responded  by  sourcing  soae  of  their 
production  of  coaplete  sets  offshore/  and  in  addition/  set  up 
operations  offshore  to  produce  large  voluaes  of  parts/  subasseibiies/ 
and  incoaplete  sets  to  be  used  in  color  televisions  asseabled  and 
finished  in  the  U.S.  Between  1971  and  1976/  the  percentage  of  the 
value  of  color  television  subasseibiies  and  parts  produced  overseas  for 
their  own  use  by  U.S.  firms  went  froa  23  percent  to  over  90  percent 
(this  figure  excludes  purchased  parts  and  subasseablies/  soae  of  which 
were  also  produced  offshore). 

In  1976/  Japanese  exports  of  color  sets  to  the  O.S.  increased  170 
percent/  and  black  and  white  exports  130  percent/  relative  to  their 
1975  export  levels.  Concerned  about  this  export  surge/  U.S.  unions  and 
producers  petitioned  the  U.S.  International  Trade  Coaaission  for  import 
relief.  The  ITC  responded  af f iraatively/  and/  in  the  end/  a 
"voluntary"  orderly  aarketing  agreement  (0'(A)  uas  negotiated  with 
Japan/  limiting  Japanese  exports  through  1980.  Soon  afterwards/ 
however/'  imports  froa  Taiwan  and  Korea  rose  sharply/  and/  under 
pressure/  DMAs  were  signed  with  Taiwan  and  Korea.  It  thus  became 
apparent  that  shifting  production  to  LOCs  not  covered  by  DMAs  was  q2I 
going  to  be  successful  strategy  for  export  to  the  O.S. 


Japanestt  producers  responded  by  setting  up  U«S«  asseably 


operations.  By  1979/  all  tne  najor  Japanese  producers  had  set  up  such 
asseably  facilities.  iJ/  Since  subassemblies  and  parts  were  not  covered 
by  tne  JMAs/  they  were  free  to  Import  subassemblies  to  be  assembled 
into  finished  receivers  from  Japan  and  low-uage  LOCs.  For  similar 
reasons/  Taiwanese  producers  also  established  B.S.  assembly 
facilities/  turning  conventional  expectations  about  the  pattern  of 
trade  on  their  ear. 

As  a  result/  a  substantial  shift  in  the  composition  of  U.S.  color 
television  imports  occurred  (See  Table  11.7).  Imports  of  complete 
receivers  dropped  sharply  as  imports  of  incomplete  receivers  and 
subassemblies  rose.  The  bulk  of  the  imports  of  complete  receivers  came 
from  Japan/  Taiwan/  and  Korea/  with  little  reliance  on  itei  807/  and 
presumably  represent  Imports  from  foreign*owned  plants  under  the 
existing  quota  system.  The  bulk  of  incoaplete  receiver  imports  came 
from  Mexico  (100  percent  under  307)/  presumably  froa  U.S. •owned 
offshore  affiliates/  trailed  by  imports  from  Taiwan  (99  percent  807) 
and  Japan.  Subassemblies  were  froa  Mexico  ($323  million/  97%  •  807)/ 
Singapore  ($76  million/  6B%  •  807),  Taiwan  ($4«  million/  34%  •  807), 
and  Japan  ($215  million/  almost  no  807).  The  asseably  of  color  sets  in 
tne  U.S.  froa  these  subassemblies  generally  involves  the  addition  of  a 
picture  tub#/  cabinet/  knobS/  and  perhaps  a  few  other  components.  A 
chassis  with  the  picture  tube  installed  is  classified  as  an  incomplete 
receiver. 

Thus/  while  U.S.  producers  were  going  offshore  to  stay  coapetitive 
in  color  t.V.'S/  Japanese  producers  were  being  forced  to  set  up  shop  in 
the  U.S.  by  trade  restrictions  (as  were  Taiwanese  producers).  In  fact/ 
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Table  II-7 

Total  U.S.  Color  T.V.  Imports 
(Million  Dollars) 


1976 

1977 

1978 

1979 

Complete  Receivers 

513 

501 

577 

303 

X  807 

3 

9 

18 

9 

Incomplete  Receivers 

72 

93 

160 

198 

Z  807 

65 

70 

79 

76 

Subassemblies 

383 

379 

597 

681 

Z  807 

70 

59 

57 

59 

Source:  U.S.l.T.C.  (May  1980),  Tables  2-4. 


since  U.S.  liras  were  increasingly  shifting  to  ieports  of  Incoaplete 
receivers  froa  Mexico  (as  opposed  to  less  finished  suoassesblies)# 
while  J.S.  trade  authorities  were  establishing  a  precedent  for  keeping 
out  f oreign->Bade  receivers  other  than  unfinished  subasseaolicsr  the 
Japanese  producers  may  soon  be  put  in  the  ironic  position  of  performing 
more  of  the  work  going  into  the  assembly  of  their  sets  in  the  0»S»  than 
tne  so-called  "American"  set  produced  by  U*S»-ouned  offshore  producers* 
Odta  gathered  by  the  irc  seen  to  support  this  contention*  In  the 
Japanese-owtied  television  asseably  facilities  in  the  U*S*/  about  45 
percent  of  the  total  value  of  shipaents  is  0*S*  parts  and  labor*  12/  By 
way  of  contrast/  for  U*S*  producers/  purchases  of  U*S*-aade  articles 
and  labor  accounted  for  about  48  percent  of  shipments*  11/  In  fact/ 
shipments  froa  Japanese-owned  facilities  have  relatively  aore  purchased 
U*5*-nade  components  added  than  "American"  color  television  sets* 

Nvvertheiess/  the  Japanese-owned  U*S*  television  asseiblers  use 
relatively  more  imported  subassemblies/  components/  and  parts  than  do 
U*S*-ouned  television  shipments/  though  all  producers  have  been 
increasing  the  foreign  component  content  of  their  television  shipments* 
And' U*S*-owned  producers  hire  relatively  more  Il*5*-labor  than 
Japanese-owned  facilities;  in  1979/  U*S*  labor  value  was  almost  twice 

as  ’^reat  as  a  proportion  of  U*S*-OHned  television  shipments  than  in 

\ 

Japanese-owned  0*S*  shipments*  Japanese  facilities  seem  to  be  aore 
BoJern  and  capital  intensive;  in  1978,  the  J.S*  asseably  facilities  of 
U*^-owned  firms  produced  about  *16  sets  per  man-hour  compared  to  *25 
in  the  Japanese  plants*  Thus,  much  more  of  the  Japanese-owned 
Shipments'  value  added  probably  represents  a  return  to  capital,  and 
less  payaents  to  0*S*  workers,  than  is  the  case  in  tne  U.S.-owned 
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Aaerlcan  plants. 

In  a  final  ironic  tuist#  the  ITC  voted  in  1969  to  lift  the 
restrictions  on  Japanese  television  iaports/  because^  with  the  iapllcit 
"coamitnent  of  Japanese  producers  to  a  relocation  of  their 
aanuf acturinp  facilities  in  the  United  States^  it  is  unlikely  that 
tnere  would  be  substantial  increases  of  iaports  absent  the  OMA  with 
Japan".  ^2/  Thus/  in  the  early  1980s/  U.S.  consuaers  are  purchasing 
"Japanese"  television  sets  asseabied  in  the  U.S./  while  U.S.  producers 
relocate  larger  and  larger  portions  of  "Aaerican"  output  to  offshore 
facilities/  especially  those  in  Mexico.  Kith  tne  iapiicit  threat  of 
renewed  import  restrictions  hanging  over  their  heads/  Japanese 
producers  are  likely  to  continue  to  autoaate  tneir  U.S.  facilities 
using  aore  capital-intensive  teennologies  to  reduce  labor  costs/  while 
U.S.  producers  coapete  with  the  aore  iaoor-intensive  assembly 
technologies  that  are  aost  econoaic  offshore.  12/  Which  strategy  is 
more  likely  to  be  a  long-run  success  is  an  interesting  and  open 
question.  11/ 

A  final  footnote  in  the  history  of  the  U.S.  television  industry 
was  written  in  1961/  when  general  SiectriC/  the  only  U.S.  firs  still 
producing  black  and  white  sets  in  the  United  States/  announced  that  it 
would  shut  down  those  reaaining  asseably  operations.  Noting  that 
eoapetitlon  froa  Taiwanese  and  South  Korean  iaports  made  the  move 
necessary/  G.E.  announced  plans  to  shift  production  offshore  by 
1983.  15/ 


Q£IsU&Lt^cadusiiftaU.a.bUL&Afi.aDd.i2azsQ 

The  U»S«  606/807  statistics  are  the  aost  complete  set  of  published 
data  available  on  offshore  production/  but  soae  inforaatioo/  though 
less  complete/  exists  on  such  flows  to  the  European  and  Japanese 
markets.  This  perhaps  is  partially  for  reasons  of  interest/  since  such 
offshore  production  is  much  less  widespread  in  Surope;  and  Japan/ 
tnough  heavily  committed  to  offshore  production  in  certain  product 
lines/  generally  ships  relatively  little  bacx  to  the  hoie  market/  with 
over  7C  percent  of  the  output  of  its  Asian  manufacturing  affiliates 
generally  going  to  local  or  other  export  markets  in  all  products 
(except  in  wood/  paper/  and  pulp)  produced.  14/  (U.S.  Asian 
manufacturing  affilates  shipped  roughly  the  same  percent  of  Asian 
output  to  local  or  export  markets/  except  in  electrical  machinery/ 
where  70  percent  of  output  went  back  to  the  U.S./  and  which  accounts 
for  the  majority  of  U.S.  material  and  component  use  in  S06/697 
trale.)  42/ 

In  addition  to  this  lower  visibility  in  home  markets/  there  may  be 
politically  compelling  reasons  to  give  it  little  publicity.  In  Taiwan 
and  Korea/  where  the  vast  bulk  of  Japanese  investment  in  Asia  is 
located/  4fi/  Japanese  firms  account  for  a  significant  share  of 
manufactured  exports  from  those  countries.  In  fact/  an  apparent  shift 
from  Japanese  exports  of  color  televisions  (after  tne  U.S.  JMA 
described  in  the  last  section  was  imposed)  to  exports  by  Japanese 
affiliates  located  in  Taiwan  and  Korea/  to  the  U.S.  market/  was  thought 
to  be  occuring  prior  to  the  U.S.  decision  to  impose  color  television 
OMA's  on  Taiwan  and  Korea  as  well.  42/  And  in  addition  to  contending 
with  possible  resistance  to  exports  by  Japanese  affiliates  using 


offshore  locations  in  the  Third  World  as  export  platforas  for  trade 
uith  developed  country  aarkets/  Japanese  producers  offshore  in  East 
Asia  Bust  respond  to  the  saae  host  country  perceptions  of  excessive 
dependence  on  trade  flows  with  one  country  that  U.S.  lultinationals 
face  in  tneir  nearby  Latin  Aaerican  aarkets. 

European  firas/  faced  uith  strong  and  concerned  trade  unions  in 
their  hoae  aarket/  probably  feel  a  different  sort  of  pressure  not  to 
publicize  shifts  of  capacity  overseas^  though  protectionist  (generated 
in  part  by  past  trade  union  political  pressure)  aeasures  severely  liait 
the  opportunities  to  make  such  shifts.  The  saae  is  probably  true/  but 
to  a  lesser  extent/  in  Japan  and  the  U.S./  where  trade  unions  are 
politically  weaker. 

Prudence/  then/  must  surely  require  that  companies  aaintain  a  low 
profile  offshore.  Nevertheless/  sufficient  inforiation  is  available  to 
sketch  out  the  general  importance  of  offshore  production  in  Europe  and 
Japan. 

The  Japanese  started  making  export-oriented  direct  foreign 
investaents  in  the  late  1969sr  prodded  by  the  increasing  costs  of 
Japanese  labor/  increasing  problems  with  congestion  and  pollution  at 
hoae  in  the  traditional  aanufacturing  industries/  lower  levels  of 
protection  for  the  Japanese  hoae  aarket/  and  exchange  rate 
revaluations.  Sil/  These  export-oriented  investaents  in  LOCs  were 
(excluding  several  large  cheaical  and  natural  resource  oriented 
investment  projects)  largely  in  textiles  and  electrical  eguipaent.  iU 
In  Hong  Kong/  in  particular/  Japanese  garment  makers  and  textile  fiber 
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aanufaccur«rs  slapped  up  their  investeents  in  order  to  circuavent  aMA's 
iaposed  on  Japanese  apparel  exports  to  the  U*S.  and  Uestern  Europe/  and 
to  avoid  LDC  tariffs  on  textile  iaports;  in  general  the  substantial 
voluae  of  textile  products  exported  froa  East  Asia/  and  a  large  local 
aarlcet/  has  aade  it  an  important  market  for  Japanese  textile 
producers.  52/ 

Xhe  Japanese  electronics  industry  in  East  Asia/  on  the  other  hand/ 
is  almost  exclusively  concerned  with  exports.  A  1979  survey  recently 
released  by  the  Japanese  Electrical  Machinery  Industry  Association 
aakes  strikingly  clear  the  large  volumes  of  investaent  and  eaployaent 
involved.  Jf  193/009  uorkers  reportedly  employed  by  Japanese 
^  electrical  equipment  affiliates  in  the  uorld/  some  134/000  were  In 

(C 

these  East  Aslan  export-oriented  affiliates.  SI/  Of  these/  in  turn/ 
some  69/000  worked  in  the  aanufacture  of  components/  with  the  balance 
(45/000  in  consuaer  and  industrial  electrical  products.  S&/  These  1979 
Japanese  Asian  electrical  affilate  eaployaent  figures  contrast  with 
eaployaent  of  about  158/000  for  U.S.  electrical  and  electronic 
affiliates  in  1977  in  developing  Asia  and  the  Pacific/  of  which  some 
101/000  were  in  components.  55/  Thus/  Japanese  and  J.5.  electronics 
eaployaent  in  offshore  Asian  locations  were  botn  of  rough-ly  the  sane 
magnitude  in  the  late  1970 's  and  with  coaponent  aanufacture  eaployaent 
outnuabering  uorkers  in  other  product  lines  by  about  two  to  one. 

Table  XI.8  sunnarizes  the  distribution  of  Japanese  affiliate 
electrical  eaployaent  in  various  countries  in  1979  in  relation  to 
overall  electronics  eaployaent/  and  to  O.S.  affiliate  electrical 
eaployaent  (in  1977).  The  figures  confira  that  Japanese  firms  doainate 
the  46  percent  or  so  of  Korean  electronics  eaployaent  in  flras  with 
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son*  decree  of  foreign  ounership  in  1979.  In  taiuan/  on  the  other 
hand/  U*S.  and  Japanese  electrical  industry  eaployient  were  of  roughly 
tne  same  size  (and  must  have  been  near  half/  together/  of  overall 
industry  employment).  In  Singapore  and  Malaysia#  on  the  other  hand/ 
U.S.  electronics  employment  outnumbered  the  Japanese  figure  by  over  2:1 
(assuming  continued  growth  in  U.S.  affiliate  employaent  after  1977)/ 
and  together  must  have  accounted  for  about  2/3  of  the  overall 
eiectrical  industry  workforce.  Only  in  Hong  Kong  do  we  find  U.S.  and 
Japanese  firms  of  only  marginal  importance  (perhaps  1/4)  of  employaent) 
in  tne  industry.  Thus#  in  recent  times/  U.S.  and  Japanese  electrical 
equipment  affiliates  must  have  accounted  for  one-third  to  one-half#  or 
better#  of  electrical  industry  employment  in  all  the  aajor  offshore 
locations  In  Asia#  other  than  Pong  Kong.  Hong  Kong  is  also  the  only  of 
tnese  major  Asian  locations  where  components  do  not  dominate 
production. 


/ 


Table  11 


Source:  JLVU  (I9tf0),  i’n.  100/  33;  U,S.  Department  of  Commerce  (1981)/ 
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Use  of  Korea  as  a  principal  offshare  production  site  by  Japanese 
electronics  flras  can  also  oe  seen  in  the  share  of  exports  '  >ped  by 
Japanese  affiliates  in  total  industry  exports  (See  Table  II.9); 
Yoshihara  claiis  that  Japanese  affiliates  accounted  for  alaost  all  the 
electronic  equlpaent  exports  froa  Korea  in  1973*  Another  study  shows 
soae  U9%  of  Korean  electric  and  electronic  equlpaent  exports  shipped  by 
foreign  (U.S*/  Japanese/  and  other)  firas  in  1974/  and  Japanese 
electronics  investment  in  Korea  exceeded  U.S.  electronics  investaent 
(on  an  arrival  basis)  by  a  largin  greater  than  two  to  one  ($35  aillion 
U.S.  versus  about  $13  aillion).  £2/  in  contrast  with  the  Japanese 
investaent  (which  is  aa,inly  export-oriented)/  the  U.S.  investaent  is 
priaarily  geared  toward  the  domestic  Korean  aarlcet. 
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Table  11.9 

Estimated  Share  of  Japanese*ilff iliated  Firms  in  Exports 
of  Electronics  from  Southeast  Asia/  1973 

(«) 


Country 

Eguipaent 

Co*aponents 

Total 

Value  (mil.  U 

Taiwan 

2b 

5h 

26 

179 

Korea 

IOC. 

22 

50 

163 

Hong  Kong 

0 

19 

9 

43 

((^  ingapore 

40 

0 

11 

39 

Total/  4  Countries 

2€ 

19 

.  23 

42i» 

*Does  not  add  to  country  detail  because  of  rounding. 

Source:  based  on  Voshihara  (1973)/  Fp.  176/  219. 
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In  tti«  other  aajor  Asian  location  for  Japanese  electronics 
investaent/  Taiwan^  the  Japanese  influence  is  less  exclusively  felt* 
Taiwanese  figures  show  roughly  61  percent  of  the  dollar  value  of 
foreign  investment  commitments  over  the  1952*74  period  coming  from  the 
(J.S*/  versus  17  percent  for  Japanese  investment  in  electronics  and 
electrical  equipment*  nevertheless/  Table  II*B  shows  roughly 
comparable  levels  of  esployaent/  suggesting  that/  in  addition  to  being 
more  prone  to  participate  in  joint  ventures/  Japanese  investors 
probably  undertake  less  capital-intensive  operations  than  a*S**based 
firms*  As  Yoshihara  points  out#  Japanese  export-oriented  investment 
has  been  concentrated  primarily  in  simple  passive  components/ 
accounting  for  4S  percent  of  the  amount  and  58  percent  of  the  number  of 
cases  of  Japanese  electronics  investment  in  Southeast  Asia  prior  to 
early  1974*  0*S*  investaent  in  the  region  by  way  of  contrast/  while 

also  geared  to  component  exports/  is  dominated  oy  production  of  more 
complex  semiconductors*  fii/ 

Japanese  export-oriented  investments  in  the  textile  and 
electronics  sectors  in  Southeast  Asia  also  sees  to  be  undertaken  by 
smaller  firms  tnan  is  generally  the  case  uitn  U*S*  investments  in  the 
region/  with  roughly  half  the  number  of  cases  of  electronics  investaent 
(and  33  percent  of  the  amount)  and  one  third  the  cases  of  textile 
investaent  being  undertaken  by  firms  not  listed  on  the  Tokyo  stock 
exchange*  62/  Even  among  the  listed  firms/  the  tendency  is  for 
relatively  small  firms  to  predominate* 

These  little  firms  tend  to  stick  close  to  home/  as  seen  in  the 
high  degree  of  concentration  of  such  Investments  in  Taiwan  and 
Korea*  62/  Only  in  more  distant  Singapore  do  we  find  large  investments 
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by  large  Japanese  firms  preioainant*  64/ 

In  components^  there  has  been  a  recent  shift  toward  producing  a 
greater  irolume  of  more  complex  active  components/  lite  sesiconductors/ 
offshore*  £a/  Statistics  also  seem  to  shou  an  accelerating  trend  to 
moving  the  production  of  equipaent  offshore;  Table  11*10  shows  a 
substantial  shift  toward  foreign  production  between  1978  and  1979  in 
several  consumer  electronic  products.  For  color  televisions/  much  of 
this  increased  foreign  investment  has  gone  to  the  U*S*  marlcet/  because 
of  the  trade  restrictions  described  in  the  last  section*  In  other 
products/  however/  the  vast  bulic  of  foreign  production  is  found  in  the 
nearby  Asian  countries* 

A  recent  industry  report  suggested  that  Japanesa  producers  will 
carefully  coordinate  the  shift  of  lower  value  added  items  to  their 
overseas  production  base/  while  keeping  higher  value  added  items  in 
Japan  in  order  to  maintain  eaploymentv  In  electronic  components/  in 
particular/  the  Japanese  industry's  overseas  production  is  oriented 
toward  expanding  its  share  of  the  global  export  marlcet*  The 
retention  of  a  substantial  amount  of  television/  radio/  tape  recorder/ 
and  stereo  production  capacity  in  Japan  (shown  in  Table  4*3)  while 
large  volumes  of  these  products  are  simultaneously  produced  offshore  by 
Japanese  firms  suggests/  also/  that  Japanese  producers  tend  to  retain 
much  of  their  domestic  production  base  for  these  products  in  Japan/ 
while  supplying  expanding  export  markets  from  offshore  plants. 

Note  that  while  Japan  has  special  tariff*sparlng  arrangements 
similar  to  the  U.S.  806/807  provisions/  they  do  not  seen  to  be  in  very 
wide  use.  The  ONCTAO  seeretariat  had  suggested  that  reexport  to  the 
Japanese  market  is  discouraged  by  the  governmental  authorities/  who  (as 


is  oaX  the  case  with  the  U.S.  836/837  provisions)  have  discretionary 
authority  over  the  duty-free  reisport  of  exported  Japanese 
cosponents.  At  any  rate/  Japanese  offshore  electronic  production 
seeas  to  be  oriented  toward  non-Japanese  narkets. 


Percsnt  ot  Japanese^Produced  Units 
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Finally^  Japanese  investors  in  the  Asian  offshore  countries  seea 
to  nave  been  acutely  auare  of  the  political  nature  of  barriers  to 
trade/  and  to  have  shown  considerable  resourcefulness  in  adapting  to 
changes  in  the  rules  of  the  gaae.  It  seeas  clear/  for  exavple/  that 
the  Japanese/  along  with  multinational  firms  from  all  over  the  world/ 
are  influenced  in  their  choice  of  production  sites  for  international 
export  markets  by  the  existence  of  trade  preferences  in  important 
marxets  for  output  manufactured  in  a  suitable  host  LDC.  22/  The 
political  intervention  that  has  repeatedly  occured  with  their  exports 
of  color  televisions/  autos/  and  now/  integrated  circuits/  has  taught 
tne  Japanese  that  market  share  in  advanced  products  in  the  J.S.  and 
Europe  often  must  be  purchased  by  the  transfer  of  some  part  of 
production  into  the  targetted  market/  or  by  the  political  protection 
offered  by  a  joint  venture  with  a  national  possessing  some  claim  on  a 
part  of  an  LDC's  G5P  limit  or  export  quota*  21/  The  dispersion  of 
products  across  countries  in  Table  11*10  reflects  a  complex  interaction 
between  Japanese  firms'  drive  to  minimize  cost  and  aaximize  profit/  the 
tariff/  non~tariff/  and  explicitly  political  barriers  to  trade  with 
major  partners/  the  degree  of  competition  felt  with 
newly-industrializing  nations'  exports  of  less  sophisticated 
manufactures/  the  physical  and  technological  barriers  to  the  relocation 
of  all  or  part  of  the  production  process/  the  labor  intensity  of  the 
product/  and  the  institutionally  guaranteed  nature  of  the  lifetime 
employment  contracts  inside  major  Japanese  corporations*  22/ 


/ 
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Soae  inforaatioa  is  also  available  on  offshore  production  activity 
oriented  toward  the  European  Economic  Community*  West  Jeraany  and  the 
Netherlands  have  produced  accessible  published  statistical  information 
on  tneir  so-called  "outuar d-processins"  trade/  and  for  1979/  the 
European  Community  released/  for  the  first  time/  complete  records  of 
such  trade  for  the  entire  ESC*  23/  Nhat  had  been  apparent  earlier  for 
the  Netherlands  and  Nest  Germany  2i/  uas  also  true  for  the  entire 
ESC:  such  offshore  production  seems  to  be  much  less  important  in 
relation  to  imports  and  exports  of  manufactures  than  is  the  case  in  the 
United  States  or  Japan* 

First/  a  brief  survey  of  ESC  "outward  processing"  trade  is  useful* 
An  appendix  to  this  chapter  contains  tables  shoving  the  relative 
importance  of  different  products  for  West  Germany/  and  tne  Netherlands/ 
in  extensive  detail;  for  the  entire  EECs  outward  processing  imports/ 
from  LDCs  only/  in  less  detail/  and  a  brief  technical  description  of 
these  arrangements* 

Note  that  European  outward  processing  provisions  differ  from  the 
U*S*  8C6/907  tariff  items  in  one  very  significant  respect*  Instead  of 
deducting  the  value  of  European  components  from  dutiable  value/  before 
assessing  the  tariff  charges  (as  would  be  the  case  with  the  U*S*  897 
item}/  the  tariff  is  levied/  and  then  the  value  of  the  tariff  charges 
on  the  exported  component/  If  it  were  imported  alHQft/  are  credited 
toward  that  tariff  charge*  Thus/  exported  components  effectively  face 
a  tariff  charge  upon  reimportation  equal  to  the  difference  between  the 
rate  on  the  imported  article  into  which  it  is  incorporated/  and  the 
rate  which  it  would  face  while  unincorporated  into  a  manufacture*  In 
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sealconductors/  for  exaaple/  it  aay  b«  uneconoiie  to  iaport  intoprstod 
circuits  into  Europe  after  assembly  In  Asia  because  of  the  wide  gap 
between  the  17  percent  tariff  applicable  to  asseabled  integrated 
circuits^  and  the  9  percent  tariff  rate  on  unfinished  silicon  chips# 
upon  reimportation*  Since  finished  goods  often  face  greater  tariff 
barriers  than  unassembled  materials  and  coaponents#  this  can  be  a 
formidable  barrier  to  imports*  The  European  system  displays  two  other 
significant  divargences  froi  U*S*  practice:  all  transactions  must  have 
the  prior  approval  of  the  national  customs  authority#  and  only  EEC 
residents  are  allowed  to  have  the  processing  carried  out* 

Most  EEC  outward  processing  imports  come  from  other  parts  of 
Europe  (33  percent  for  Germany  in  1978#  91  percent  for  the 
Natherlands)*  The  bulic  of  this  trade  is  with  Eastern  Europe  for 
Germany  (55  percent  of  all  trade  with  Yugoslavia#  Poland#  and  Hungary 
alone  in  1976)  and  with  itestern  Europe  (66  percent  In  1978)  for  the 
Nether  lands* 

Thus#  **806/807"  type  imports  from  LDC's  are  minimal  for  the 
European  Community  as  a  whole  and  for  these  countries  individually*  In 
1978#  for  example#  outward  processing  reimports  amounted  to  about  $261 
million  compared  to  J*S*  806/307  imports  from  LDC's  of  about  $4133 
million#  about  16'  times  greater*  The  great  bullc  of  these  imports  were 
in  textiles  and  garments#  and  in  electronics*  In  fact#  only  in  these 
two  sets  of  products  do  outward  processing  reimports  account  for  a 
significant  portion  of  imports#  as  can  be  seen  in  the  appendix  tables# 
and  in  Table  11*11*  As  can  also  be  noted  (by  comparing  Table  11*11 
with  the  appendix  tables  for  Netherlands  and  Nest  Germany)#  even  in 
apparel#  reimports  from  other  developed  and  socialist  countries  must 

./ 
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prtdoalndt*.  In  West  G«raan/r  however^  the  other  Major  reiaport 
(electrical  aachlner^z  aoout  1<9  percent  of  electrical  iaporta  in  1978) 
is  doainated  hy  the  1.5  percent  reiaported  froa  LDC*s» 
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France  and  Garaany  account  for  the  groat  bulk  (78  percent)  of 

*• 

tnese  imports  froa  (.OC's.  Reitports  generally  come  froa  Southea|t 
Asia/  except  in  France#  which  takes  a  little  under  2/3  of  its  asseably 

imports  froa  its  former  colonies  in  North  Africa*  ' 

\ 

The  saali  scale  of  European  offshore  operations  is  evident  bn  a 
recent  survey  of  foreign  eaployaent  by  Geraan-ouned  affiliates*  1^/  It 
found  a  total  of  23/300  eaployees#  in  1975#  in  South  and  Southeast 
Asian  affiliates  of  German  electrical  engineering  fins#  compared  to 
96/COO  found  in  German  electrical  engineering  affiliates  in  the 
developing  countries  worldwide*  22/  Since#  except  in  the  Mediterranean 
and  North  African  countries#  little  German  production  for  local  markets 
is  found  outside  Southeast  Asia#  we  may  conclude  that  exports  are  not  a 
major  motivation  for  German  Investments  in  foreign  eleftronics  industry 
affiliates#  by  and  large*  23/ 

It  should  also  be  noted  that  many  of  the  German  firms  Involved  in 
tae  offshore  subcontracting  of  production  of  apparel  are  smaller 
firms*  22/  As  is  the  case  with  l)*S*  firms#  much  of  the  apparel  trade 
involves  suocontracts  with  independent  foreign  subcontractors* 

The  reasons  for  this  relatively  minor  use  of  offshore  production 
arrangements  by  the  SEC  countries  is  probably  largely  the  result  of  the 
substantial  protection  given  to  the  European  market*  d&/  Imports  of 
electronic  goods  and  apparel#  which  dominate  offshore  production  in 
general#  are  taxed  with  rather  high  tariff  rates  in  the  CSC* 
Furthermore#  quotas  exist  on  imports  of  apparel*  National  content 
requirements#  like  those  limiting  intra*CEC  duty-free  trade  to 
electronics  products  with  under  throo  percent  itported  semiconductor 
content#  also  pose  a  formidable  non-tariff  barrier  to  offshore 


«iectronics  production*  Si/ 

Suinaiii 

Offshore  production  arrangements  in  Europe  and  Japan  are 
significantly  different  froi  tne  structure  and  orientation  of  offshore 
production  by  U.S.  firms*  European  firms  do  relatively  little  of  their 
production  for  the  export  larlcet  offshore,  except  in  the  apparel 
industry  (and  in  which  trade  lainly  flows  from  Eastern  Europe)*  The 
barriers  to  Imports  in  the  European  market  of  those  products  generally 
produced  offshore  (textiles,  apparel,  and  electronics)  is  probably  the 
most  significant  factor  explaining  this  pattern* 

Offshore  production  by  Japanese  fins  is  also  concentrated  in 
electronics  and  apparel,  but  is  considerably  larger  in  relation  to 
imports  and  domestic  production  than  is  the  case  in  Europe*  Japanese 
electronics  eapioyment  in  Soutneast  Asia,  for  example,  is  of  roughly 
the  same  order  of  magnitude  as  that  of  U*S*  electronic  affiliates*  It 
differs  from  U*S*  offshore  production,  however,  in  that  export  markets, 
rather  than  the  home  market,  are  the  major  focus  for  offshore  output, 
and  in  that  many  of  the  electrical  products  shipped  seem  less  complex 
than  tne  electronics  products  typically  shipped  by  U*S*  firms*  This 
may  have  much  to  do  with  the  nature  of  labor  market  (i*e*,  lifetime 
eapioyment)  and  financial  (l*e*,  governaant  supervised 
credit-rationing)  institutions  in  Japan*  Import  quotas  have  also 
influenced  production  patterns  In  obvious  ways,  and  It  seems  likely 
that  auen  offshora  production  by  Asian  affiliatas  of  Japanasa  firms  is 
affacted  by  its  algibility  for  import  Into  davaloped  country  markets 
with  various  sorts  of  trad#  prtfarancas  axtandad  to  tha  LOw  hosts* 
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Ac  this  point/  it  is  useful  to  briefly  take  stock  of  soae  coanon 
elements  in  the  offshore  production  activity  of  firas  in  industrialized 
countries*  The  first/  and  very  striking/  feature  of  this  trade  is  that 
it  is  basically  concentrated  —  in  all  countries  «  in  tuo  limited 
types  of  manufactures:  apparel/  and  electronics, 

Three  commonly  cited  attributes  of  these  industries  probably  all 
play  important  economic  roles  in  making  offshore  production  more 
attractive  in  these  products  than  in  other  products.  These  iteas  all 
have  extreaely  high  value^to-weight  ratios  and/  hence/  lou  transport 
costs*  Clothing  and  electronic  eguipaent  require  rather  large  aiounts 
of  simple  and  routine  asseably  operations  that  can  oe  done  by  unskilled 
labor  or  sophisticated  machines/  and  therefore  can  have  their  cost  of 
production  substantially  reduced  if  an  avple  supply  of  low  cost 
unskilled  labor  is  located.  All  three  products  are  produced  in 
sequential  operations  that  can  be  physically  separated  in  time  and 
space  witnout  affecting  the  quality  of  the  the  product.  Offshore 
production/  for  these  essentially  technological  reasons/  then/  is 
especially  attractive  in  these  industries*  Finally/  apparel  and 
electronics  are  highly  competitive  industries/  where  all  possible  cost 
reductions  nay  well  be  forcibiy  introduced.  (One  night  speculate  that 
tne  technical  characteristics  of  the  products  described  reduce  barriers 
to  entry  in  the  industry  and  are  a  partial  deterainant  of  the  high 
degree  of  coapstition.) 

A  second  feature  (to  be  noted  ulth  a  careful  examination  of  the 
geographical  breakdown  of  iaporta  and  production  charted  in  the  last 
section)  is  that  a  relatively  snail  group  of  LDCs  doiinates  aost  such 
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activity.  «(hila  it  is  true  that  all  share  relatively  low  uagcs  (or 
aore  accurately  used  to  share/  since  Hong  Kong/  Singapore/  and  Korea 
now  nave  wages  significantly  above  their  less  industrialized 
neighbors)/  that  is  a  trait  common  to  many  other  LOCs.  All  also  have 
relatively  well-developed  transportation  and  coiaunication  links. 

But  most  importantly#  all  have  well  publicized  and  well  known 
customs  and  tax  arrangements  that  permit  the  rapid/  duty-free  import  of 
inputs  to  be  used  in  exported  output#  whether  in  the  form  of  export 
processing  zones#  in-bond  industrial  parks#  easy  duty  drawback 
procedures#  or#  simply#  miniial  tariff  levels.  Offshore  producers  have 
generally  responded  fairly  rapidly  to  the  establishment  of  these 
programs  12/  and  make  extensive  use  of  them  in  their  offshore  exports. 
One  way  to  document  this  last  point  is  simply  to  note  that  activity  in 
export  processing  zones  is  overwhelmingly  devoted  to  precisely  those 
products  we  have  been  discussing  (apparel  and  electronics);  in  their 
survey  of  the  zones#  Proebel#  Heinrichs#  and  Kreye  (19d0)  found  that 
employaent  in  free  zones  all  over  the  world  had  about  the  same  pattern# 
with  roughly  half  of  workers  in  electronics#  and  another  quarter  in 
textiles  and  apparel.  1^/ 

Thirdly#  in  all  the  major  industrialized  countries#  movement 
offshore  is  not  reserved  exclusively  for  large  aultinationals.  There 
are  many  smaiier  firms  involved  in  these  trade  links.  The  smaller 
firms#  in  fact#  tend  to  stick  closer  to  home  (to  Mexico  and  the 
Caribbean#  in  the  U.S.;  to  Taiwan  and  Korea#  in  Japan;  to  Sastern 
Europe  and  the  Mediterranean#  in  Mestern  Europe).  In  familiar 
nearby  areas  with  which  communication  links  are  good#  and  where  a 
considerable  overhead  investment  in  learning  the  local  ways  needed  to 

i 


do  business  Is  not  necessar//  even  saall  liras  can  afford  to  aake  the 
Juap  into  foreign  investment  (and  nay  be  forced  to  by  their 
competition)* 

In  aaking  these  observations^  three  econoiie  determinants  of  the 
relocation  of  industry  offshore  have  been  mentioned:  the  relative  cost 
of  labor/  the  technical  details  of  production#  and  the  costs  of 
transport  and  communication*  Of  these#  a  low  cost  for  labor  services 
is  necessary#  though  not  sufficient#  for  offshore  production  to  be 
economic*  Transport  costs  Halt  the  range  of  products  which  can 
profitably  be  transferred  offshore#  and  the  technology  of  products  and 
processes  narrows  the  range  stiil  farther* 

The  calculation  must  be  further  complicated  by  less  central 
concerns*  One  Is  ISbor  productivity*  If  there  are  large  international 
differences#  differentials  in  labor  costs  can  be  offset  or  augiented. 

A  recent  study#  based  on  Interviews  with  factory  managers  in 
exportooriented  affiliates  of  aultinational  flrss#  concludes  that  such 
differences  are  minimal*  fifi/  Another  study#  on  the  other  hand#  when 
comparing  Asian  productivity  in  apparel  with  that  in  Colombia#  finds 
significant  differences  (3i)  to  59  percent)#  in  the  productivity  of 
labor  between  Asian  firms  and  Colombian  firms*  32/  The  study  notes# 
however#  that  firms  in  several  cases  raised  their  productivity  to  Aslan 
standards  after  receiving  foreign  technical  assistance#  which  suggests 
tnat  the  labor  productivity  differences  are  the  result  of  technical  and 
managerial  knowhow  in  the  management  of  production  flows*  ftft/  Thus# 
the  two  points  of  view  are  not  in  contradiction*  Hitnin  a  single  firm# 
the  productivity  of  an  individual  worker  nay  well#  after  suitable 
training#  be  fairly  constant  across  countries#  yet  considerable 
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di£f«renc«s  in  productivity  observed  as  the  outcose  of  variation  in 
technical  and  aanagerial  conpetence/  and  perhaps,  installed  capital. 

Our  case  studies  of  Mexico  and  Haiti  also  support  the  view  that 
national  differences  in  the  productivity  of  an  unskilled  worker  are 
generally  perceived  as  saail  within  aultinationwl  operations,  and  do 
not  qualify  in  any  aajor  way  the  apparent  cost  of  an  hour  of  labor 
calculated  froe  the  going  wage.  £2/ 

Another  aajor  econoaic  aspect  of  the  decision  to  produce  offshore 
is  autoaatlon  and  eechanlzation  as  an  alternative  to  foreign  asseably. 
Since  autoaatlon  generally  requires  a  large  fixed  capital  investient, 
tne  relevant  variables  affecting  its  attractiveness  are  the  relative 
cost  of  capital,  and  the  size  of  the  production  flow,  over  the  lifetiae 
of  the  product  that  will  pay  off  the  capital  charges.  In  Japan,  for 
example,  producers  of  semiconductors  have  aanaged  to  retain  their 
production  base  in  Japan,  where  unsxilled  labor  is  ralatlvaiy 
expensive,  by  replacing  it  with  automated  machinery  and  specializing  in 
those  semiconductor  types  with. the  largest  market  size.  211/ 

In  the  many  low  cost,  high  volume  manufactures  in  which  it  seams 
to  specialize,  the  Japanese  have  replaced  unsxilled  labor  with  highly 
automated  plants,  often  reaping  higher  quality  output  as  a 
dividend.  21/  In  soma  of  the  higher  wage  offshore  countries,  automation 
is  also  now  beginning  to  be  economic.  In  Hong  Kong,  for  example,  large 
apparel  and  digital  watch  module  assemblers  are  beginning  to  automate  . 
their  production  lines,  citing  not  only  cost,  but  also  quality 
improvements.  22/  On  the  other  hand,  movement  to  other  offshore 
locations  is  probably  not  really  a  viable  alternative  for  these  firms, 
because  Hong  Kong-specific  quotas  and  trade  preferences  arc  often 
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needed  to  export  their  output. 

Before  concluding  the  discussion  of  the  deteriinants  of  off^ore 

production/  two  explicitly  political  influences  on  production  location 

\ 

should  he  indicated*  Qne  has  already  surfaced  in  our  aention  of ^ 

\ 

tariffs/  quotas/  and  other  non-tariff  barriers  to  trade  which  arey 
ultimately  the  result  of  political  pressures.  Certainly  exporters  now 
understand  that  production  within  a  market/  or  export  froa  a  location 
enjoying  special  preferences/  can  head  off  political  pressures  that 
would  otherwise  choke  off  exports.  Japanese  investients  in  the 
assomoiy  of  autos/  color  televisions/  and  integrated  circuits  witnin 
the  tl.S.  and  Europe  reflect  these  pressures  to  some  extent. 

Finally/  another  aajor  political  influence  on  investsent  is 
embodied  in  investors*  concern  over  the  potential  effects  of  political 
and  economic  turbulence  within  a  single  country.  These  "country  risks" 
of  investment  in  generally  poor  (and/  therefore/  often  politically 
unstable)  low-wage  countries  have  a  major  impact  on  the  decisions  of 
foreign  investors.  21/  In  Just  about  every  major  product  produced 
offshore/  one  finds  nuaerous  cases  of  basically  the  same  operation 
being  performed  by  affiliates  in  numerous  locations/  often  with 
significant  variation  in  wages  from  location  to  location. 

Frequently/  a  single  firs  maintains  similar  production  facilities 
in  a  whole  range  of  offshore  locations/  as  an  explicit  strategy  to 
reduce  such  "country  risk"  by  diversifying  production  across  countries. 
U.S.  T.V.  assemblers  have  essentially  similar  facilities  in  Mexico/ 
Taiwan/  Singapore)  (J.S.  semiconductor  makers  invest  in  Kong  Kong/ 
Taiwan/  Korea/  Malaysia/  Singapore/  the  Philippines/  and  Thailand. 

Since  all  these  countries  have  widely  divergent  wage  levels/  and 
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substantially  less  variation  in  transport  and  coaaunication  costs/  It 
seeas  safe  to  hazard  the  observation  that  the  return  to  offshore 
investment  must  vary  substantially  from  location  to  location*  Rather 
than  modelling  producers*  sourcing  decisions  by  a  siiple  calculus  of 
cost  minimization/  then/  a  richer  model  is  needed/  in  which  firms 
evaluate  the  political  and  economic  risks  to  Investment  specific  to 
every  country/  and  select  a  portfolio  of  production  locations  that 
reflects  the  optimal  combination  of  risk  and  return  available  to  the 
firm* 

The  technical  aspects/  and  policy  implications/  of  this  view  of 
firm  behavior  are  explored  in  some  length  in  the  case  study  of  the 
semiconductor  industry  found  later  in  this  volume*  ke  next  turn  to 
evaluating  the  effects  on  the  industrialized  countries/  whan  the 
constellation  of  economic  and  political  forces  Just  described  make  the 
relocation  of  a  portion  of  an  industry  to  an  offshore  location 
attractive  to  producers* 
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•riich  th«  growth  of  offshore  production  in  recent  years/  its 
effects  on  the  hose  econoay  have  becoae  the  subject  of  sone 
controversy.  Zn  the  United  States/  the  806/807  tariff  provisions  have 
been  the  target  of  repeated  attempts  at  repeal,  k  brief  consideration 
of  some  of  the  conflicting  interests  in  those  struggles  provides  some 
Insight  into  the  nature  of  the  effects  of  offshore  production 
arrangements  on  tne  U.S.  economy. 

First/  there  are  the  views  of  large  American-based  multinational 
corporations.  Since  there  are  few  constraints  preventing  them  from 
operating  successfully  overseas/  competition  from  iiports  utilizing 
cheap  foreign  inputs  must  pose  little  threat  to  their  long-tera 
viability.  Their  deionstrated  interest  in  promoting  807  (demonstrable/ 
at  least/  in  the  case  of  the  large  multinational  electronics  firms)  ii/ 
must  therefore  originate  in  some  perception  that  607  can  increase 
prof itabili ty  in  their  U.S.  operations.  Three  liaely  reasons  come  to 
mind.  First/  to  the  extent  that  8)7  can  lower  costs  in  protected 
industries/  it  aay  stimulate  increased  demand  for  their  products.  This 
nay  also  be  reflected  in  increased  profit  margins  in  the  more 
technology-intensive  and  oligopolistic  industries.  Second/  economies 
of  scale  in  production  nay  oe  more  readily  realized  if  tariff  barriers 
to  the  flow  of  inputs  and  outputs  across  national  frontiers  are 
lowered.  U.S.-oriented  production  aay  oe  moved  outside  the  U.S./  and 
tne  resulting  economies  of  scale  may  serve  to  make  production  by 
U.S. -based  firms  more  competitive  in  the  international  market.  Third/ 
global  operations  nay  show  less  variance  in  their  net  return#  if 
multinationals  can  more  easily  diversify  their  production 
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internationally  to  minimize  the  impact  of  country-specific  risks  and 
business  cycle  fluctuations  on  profits* 

Next^  consider  smaller#  national  U*S*  businesses*  Lacking  the 
organizational/  managerial#  and  informational  resources  of  the 
multinationals#  they  cannot  easily  move  their  production  overseas* 
□xten#  they  are  marginal  producers  within  the  U*S*  market*  For  them# 
relaxation  of  protective  measures  spells  certain  economic  death  in  the 
face  of  cheap  foreign  imports#  unless  they  can  soaenow  make  use  of 
cheaper  foreign  inputs  uithout  the  international  experience  accumulated 
by  the  larger  multinational  organizations*  Tariff  item  6D7  offers 
obvious  advantages  to  them:  it  maintains  protection  for  their 
products#  yet  enables  them  to  lower  costs  and  become  more  competitive 
by  transferring  assembly  operations  to  lower  cost  locations*  To  some 
extent#  such  initial  movement  into  low  wage  areas  may  be  a  transitional 
step  toward  full-fledged  multinationality* 

Organized  labor  has  a  distinct  and  different  point  of  view*  The 
relatively  high  wages  earned  by  workers  in  0*5.  primary  manufacturing 
firms  may  be  intimately  linked  to  protectionist  traae  policies*  One 
can  argue  that  such  relatively  high  wages  are  caused  by  the  superior 
productivity  and  skills  of  tne  American  worker#  though  sucn  statements 
are  inherently  difficult  to  prove*  but  the  removal  of  all  protection# 
in  the  absence  of  other  trade  barriers#  would  undoubtedly  mean  that 
American  workers  —  skilled  and  unskilled  —  would  end  up  earning  the 


'  sane  wage  earneid  by  a  worker  with  equivalent  credentials  in  the 
developing  areas#  or  unemployed* 
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k4ute  that  higher  wages  paid  to  U.S.  workers  do  not  necessarily 
inply  that  U.S*  production  cannot  be  coapetltive  in  international 
narkets*  If  U.S*  firms  employ  a  technology  superior  to  that  used  by 
other  nations'  firms/  for  example/  higher  wages  may  be  a  way  for 
workers  to  capture  some  of  the  rent  that  would  otherwise  be  received  by 
the  hi'gh  technology  firms.  Producing  abroad  (or  using  807}  would 
merely  transfer  some  of  this  technological  rent  back  to  tne  firm/  or 
the  consumer*  2^/  Access  to  cheaper  capital  than  that  available  to 
foreign  producers  might  also  produce  similar  rents/  and  the  possibility 
of  their  capture  by  American  workers* 

To  a  certain  degree  307  may  compensate  for  the  }ob  loss  caused  by 
increased  imports/  by  stimulating  greater  demand  for  components 
produced  in  the  U*S*  In  fact/  it  is  clearly  true  that  if  foreign 
assembly  operations  use  basically  the  same  technigues  used  by  American 
firms/  then  any  given  increase  in  imports  under  section  807  will  always 
cause  less  of  a  drop  in  U*S*  output  and  employment/  In  all  industries/ 
than  an  equivalent  increase  in  "normal**  imports/  because  of  the 
incentive  created  to  use  greater  numbers  of  U*S*>made  components* 

In  fact/  it  is  theoretically  possible  that  increases  in  demand  due 
to  lower  costs/  and/or  price-induced  shifts  toward  more 
component-intensive  production  techniques/  might  actually  locLtau 
u*S*  output  and  employment  (at  some  fixed  wage)*  Organized  labor's 
experience  during  the  1963-67  period/  however/  might  have  led  it  to 
conclude  that  a  decrmase  in  aaploymant  is  most  likely/  and  to  seek  the 
repeal  of  807* 
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Finall//  ont  ma/  label  as  "governaent"  concerns  all  those  effects 
not  iapacting  directly  on  business  or  labor*  Thus/  the  net  effect  on 
the  U.S*  balance  of  payaents/  and  the  prices  faced  by  consuaers/  are 
iaportant  issues  necessarily  faced  at  the  national  level*  There  aay 
also  be  a  national  security  argument  for  keeping  key  elements  of  an 
industrial  base  within  national  boundaries*  2^/ 

Thus/  there  seem  to  be  a  multiplicity  of  interests  in  offshore 
production/  based  largely  on  what  perceived  economic  interests  are*  Me 
can  conveniently  separate  tnese  econoaic  conflicts  into  two 
groups<-those  that  are  basically  distributional  struggles  for  shares  of 
a  fixed  level  of  output/  and  those  that  affect  Che  level  of  aggregate 
production/  the  size  of  the  pie  to  be  divided  up* 

The  standard  trade  theory  view  of  these  matters/  put  forward  by 
the  bulk  of  economists/  is  that  these  struggles  over  protection  pit  the 
incomes  of  workers  against  the  overall  level  of  economic  welfare/  and 
that  by  offering  a  suitable  system  of  transfers  to  workers  whose 
incomes  are  lowered  as  a  consequence  of  trade  liberalization/  the 
economy  as  a  whole  would  unambigiously  benefit.  The  extra  income 
created  by  trade  would  more  than  pay  for  the  transfers  required  by 
affected  workers/  so  that  trade  liberalization  leaves  all  (at  least/ 
potentially)  better  off* 

There  are  a  number  of  practical  and  theoretical  criticisms  of  this 
point  of  view/  however*  First/  at  the  theoretical  level/  these 
arguments  assume  that  a  system  of  competitive  free  markets  guarantees 
the  employment  of  all  resources/  including  labor/  in  the  economy*  The 
validity  of  this  assumption  is  not  always  clear*  For  one  thing/  the 
so-called  social  "safety  net"  in  most  industrialized  countries  creates 


a  floor  for  wages/  so  that  if  the  wage  for  unskilled  labor  that  would 
ensure  full  eaployeent  falls  below  that  socially  set  level/  ^ 
uneaployaent  will  be  created.  For  another  thing/  in  the  presence  of 

V 

insufficient  aggregate  deaand  and  Keynesian  uneiployient/  these  ' 
arguments  for  freer  trade  do  not  necessarily  hold.  Policies  othix  than 
trade  liberalization  would  also  be  reguirad  to  ensure  iaproveaenl^  in 
social  welfare/  in  these  cases. 

From  a  practical  point  of  view/  even  If  markets  do  guarantee  full 
employment  in  the  long  run/  there  say  be  significant  transitional  costs 
associated  with  the  relocation  on  an  industry/  as  displaced  workers  are 
forced  to  move/  search  for  new  employment/  and  possibly/  retrain. 

These  frictional  *'ad]usti«ent"  costs  are  likely  to  have  an  effect  on  any 
calculation  of  the  benefits  of  trade  lioeralization/  since  in  effect/ 
involuntary  unesployaent  exists  for  a  while  (though  not  forever). 

Se  must  add  to  these  social  considerations  (of  now  social  welfare 
and  national  income  can  be  increased  by  trade  policy)  distributive 
arguments.  While/  in  theory/  a  system  of  transfers  can  be  worked  out 
to  guarantee  labor  no  drop  in  its  standard  of  living  as  the  result  of 
socially  desirable  change  in  trade  arrangements/  these  transfers  have/ 
in  practice/  not  generally  been  made,  workers  who  lose  high-paying 
Jobs  in  previously  protected  sectors  of  the  economy  are  not  often  given 
lifetime  allowances  to  make  up  the  difference  when  tney  find 
lower-paying  employment/  and  even  when  successful  in  finding 
alternative  employment/  the  adjustient  costs  generally  come  out  of 
their  own  pockets.  Thus/  even  if  there  Is  an  overall  social  gain  to  be 
realized  from  offshore  production  arrangements/  workers  in  the  affected 
industry  are  likely  to  face  private  losses  with  the  existing  menu  of 
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trade  adjustment  programs* 

The  issue  of  the  social  gains  and  losses  from  offshore  production 
is  addiessed  in  detail  in  the  semiconductor  case  study  found  later  in 
this  volume.  It  is  clear/  however/  that  the  effects  of  industrial 
relocation  of  woricers  in  an  industry  going  offshore  are  the  principle 
negative  effects  of  such  movement/  to  be  balanced  against  the  gains 
consumers  receive  through  lower  prices.  The  exact  comparisons  are 
difficult  to  construct/  since  one  is  required  to  make  difficult  choices 
of  assumptions:  for  example/  in  the  absence  of  offshore  production/ 
would  imports  reduce  the  size  of  the  industry  anyway?  riow  much  does 
offshore  production  act  to  increase/  on  average/  the  J.S.  content  of 
Imports?  Does  the  lower  prise  of  of fshore»asseibled  products  actually 
increase  employment  in  the  Joaastic  industry  by  raising  overall  demand? 

Rather  than  trying  to  answer  such  questions/  22f  which  are 
inherently  difficult  to  answer/  and  probably  vary  substantially  from 
industry  to  industry/  we  will  instead  use  the  remainder  of  this  section 
to  look  at  some  general  characteristics  of  employment  in  industries 
with  substantial  offshore  production/  and  assess  whether  the  adjustment 
costs  and  structural  problems  created  by  contraction  in  these 
industries  are  more  acute  than  those  in  other  parts  of  the  economy. 

first/  note  that  the  workers  in  the  two  industries  most  affected 
by  offshore  production/  apparel  and  electronics/  especially  in  the 
least  skilled  assembly  jobs#  ace  overwhelmingly  women.  2g/  This  true  In 
all  the  jfestern  economies.  The  explanation  for  this  is  probably 
related  to  the  generally  lower  wage  rates  at  which  unskilled  female 
workers  are  hired/  their  manual  dexterity  and  patience  with  routine  and 
monotonous  tasks/  and  possibly/  a  pereeivad  Issser  propensity  to  resist 


manageaent  initiatives.  22/ 

This  is  a  significant  xacW  however/  because  eagirical  studies 
tend  to  show  that  ad)u5tnent  costs  for  displaced  feaale  workers  are 
greater  than  for  sale  worxers  of  the  saae  age  and  skill  levels. 
Uneaployaent  spells  for  displaced  woaen  workers/  for  example/  seen  to 
be  much  longer  than  for  male  sorkers/  at  all  ages.  1^2/  The  lliited 
available  evidence  suggests  that  workers  displaced  fron  nanufacturing 
jobs  suffer  substantial  costs/  both  in  earnings  foregone  while 
unemployed/  and  in  lower  wage  rates  when  subseguently  reeaployed.  121/ 
The  losses  suffered  by  female  workers/  single  and  larrled/  appear  to  be 
significantly  greater  than  those  of  similar  male  workers.  122/ 

Thus/  those  industries  lOst  directly  involved  with  offshore 
production  are  also  industries  with  heavily  female/  and  relatively 
unskilled/  work  forces.  The  workers  displaced  by  this  fora  of 
internationalization  of  their  industries/  then/  will  suffer  much 
greater  losses  than  the  average  production  worker  in  manufacturing/  and 
offshore  production  is  thus  likely  to  cause  particularly  acute 
employment  displacement  problems.  It  might  also  seem  somewnat 
Inaguitable  to  concentrate  these  losses  in  one  narrow  segment  of  the 
labor  force/  in  effect  forcing  unskilled  working  woaen  to  bear  costs 
which  are  more  than  compensated  for  by  lower  costs  to  consumers. 

The  changes  being  descrloed  here  arc  clearly  most  threatening  to 
tne  least  skilled/  and  hence/  most  economically  vulnerable  segments  of 
the  labor  force  in  the  industrialized  countries.  The  limited  data 
available  suggest  that  shifts  to  offshore  production  have  fundamentally 
altered  the  structure  of  employment/  to  the  detriment  of  the  less 
skilled. 
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This  is  illustrated  by  Table  11.12/  uhicn  charts  the  estisated 
share  q£  asseably  workers  in  total  O.S.  production  enploywent  over  the 
census  years  from  1963  to  1977/  in  machinery  {electrical  and 
non*eiectr leal)  inJustries  with  significant  amounts  of  assembly  * 
employment.  Along  with  material  handlers  and  custodial  workers/ 
assemblers  are  considered  to  be  among  the  least  skilieJ  occupations  in 
manufacturing/  so  changes  in  assembly  employment  will  impact  directly 
on  the  demand  for  the  labor  services  of  the  least  skilled. 

fne  second  most  interesting  thing  about  this  table  is  the  rather 
surprising  stability  of  assemblers'  share  of  the  production  work  force. 
By  and  large/  for  most  industries/  there  is  little  real  change  in  the 
relative  demand  for  assemblers. 

The  most  interesting  thing  about  the  table/  though/  is  the  list  of 
industries  in  which  striking  changes  (defined/  informally/  as  a  more 
than  1C  percentage  point  change  in  the  relative  importance  of  assembly 
employment).  There  were  no  such  changes  over  tne  1963*1967  period. 

From  1967  to  1972  there  were  dramatic  decreases  in  the  share  of 
assembler  employment  in  semiconductors  (from  77  to  32  percent)/  and 
communication  equipment  (from  53  to  34  percent)/  both  of  which  went 
through  a  period  of  rapid  growth  in  offshore  production  then.  Over  the 
same  period/  assemblers  almost  doubled  as  a  fraction  of  the  work  force 
in  office  machines  and  typewriters/  but  this  is  probably  related 
technological  changes  in  those  products/  wltn  electronic  parts 
replacing  mechanical  movements. 

Proa  1972  to  1977/  only  one  product  showed  a  significant  decline 
in  assembler  employment  share.  Padio  and  television  receivers  were 
manufactured  with  a  production  work  force  that  dropped  froa  82  percent 
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to  63  percent  assemblers/  and  again  coincided  vith  a  period  in  which 
production  is  known  to  have  rapidiy  moved  offshore.  Calculators  and 
scales  increased  their  use  of  assembly  workers  (33  to  67  percent/  and 
32  to  42  percent/  respectively)/  and  again/  technological  changes  that 
replaced  other  components  with  electronics  are  the  most  probable  cause. 

Since  we  cannot  accurately  identify  how  changes  in  technology/ 
automation  and  prices  nave  affected  the  demand  for  assembly  labor  (and 
we  will  generally  expect  then  to)/  we  cannot  call  these  observations 
conclusive.  Still/  the  sectors  that  stand  out  froa  the  monotonous 
stability  of  Table  II. 12  are  more  than  suggestive:  radical  drops  in 
the  share  of  assembly  emplo/ment  occurred  in  industries  known  to  have 
gone  offshore/  when  they  went  offshore,  fhe  sectors  that  increased 
their  use  of  assemblers  produced  output  in  which  electronics  were 
substituted  for  other  parts. 

Offshore  production/  then/  seems  to  have  wrought  permanent  change 
in  the  composition  of  labor  demand  in  that  part  of  the  industry  left 
behind.  The  least  skilled  and  the  marginally  employed/  those  for  whom 
displacement  is  most  costly/  are  those  most  affected.  Ironically/ 
though/  demand  for  assembly  workers  seems  to  increase  with  the 
technological  changes  in  design  that  increase  use  of  electronic 
componentry.  Cost  savings  realized  through  movement  offshore/  in  turn/ 
may  have  stimulated  those  design  changes,  'ie  are  left  with  a  difficult 
and  sensitive  issue/  a  situation  whose  only  clear  aassage  is  that 
increased  competiton  from  manufactures  produced  in  low-wage  LOCs  is 
^  /-  going  to  be  most  painful  for  less  skilled  workers  in  the  industrialized 
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A  consideration  of  the  effects  of  offshore  production  arrang^aents 

on  tne  developing  host  econoaies  plunges  us  into  even  cloudier  ar«8s* 

\ 

The  issues  are  more  coapllcated/  the  analysis  less  clear/  and  the\data 

V 

even  less  satisfactory  than  is  tne  case  in  tne  industrialized 
economies.  The  case  studies  of  Mexico/  Haiti/  and  Colombia  included  in 
this  volume  ought  to  convince  the  reader  of  hoa  important  historical/ 
political/  and  institutional  factors  are  in  weighing  the  costs  and 
benefits  to  a  host  economy  of  offshore  production. 

.nevertheless/  ue  outline  here/  in  skeletal  fori/  the  aajor  points 
that  have  been  raised  with  regard  to  impacts  on  the  host  economy.  The 
issues  generally  raised  can  be  categorized  as  those  related  to 
employment/  tne  balance  of  payments/  the  creation  of  linkages  to 
indigenous  industry/  the  transfer  of  technology/  social  problems  and 
the  creation  of  economic  dependence  and  instaoility. 

A  major  attraction  to  a  host  LDC  of  offshore  production  must  be 
the  creation  of  relatively  high«productivity  industrial  employment/ 
especially  in  areas  where  there  is  substantial  unemployment  or 
underemployment/  and  little  industry.  Available  evidence/  however/ 
indicates  that  current  levels  of  offshore  production  make  a  much 
smaller  contribution  to  employment  creation/  and  labor  absorption  than 
might  be  supposed.  Proebel/  Heinrichs/  and  Rreye  (1989)/  in  their 
survey  of  export-oriented  production  in  the  LDCs/  found  about  420/000 
employed  in  such  factories  in  Asia/  about  265/dOO  in  Latin  America/  and 
about  40/COO  in  Africa/  in  197S  iA3/  These  figures  probably  exclude 
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most  subcontracting  0/  Indigenous  firas  located  outside  export 
processing  zones/  but  ••  outside  of  tne  apparel  and  textile  industry/ 
in  Asia  — •  such  eaployment  aust  be  relatively  ainor.  A  generous 
upper  bound  on  offshore  eaployeent/  worldwide/  in  1973/  would  probably 
be  about  2  aillion  workers* 

Although  this  is  not  an  inconsequential  figure/  it  is  rather  like 
a  drop  in  the  bucket  of  Tnird  \iorld  underemployient  and  uneaployment* 

In  1975/  for  example/  ILO  researchers  estimated  the  unemployed  and 
underemployed  to  be  about  ISS  million  in  Asia/  63  million  in  Africa/ 
and  33  million  in  Latin  America  (with  id  million/  13  million/  and  5 
million  openly  unemployed/  respectively).  I2i/ 

This  is  not  to  say  that  it  is  not  a  critical  source  of  employment 
in  certain  countries/  particularly  in  Hong  Kong/  Singapore/  Barbados/ 
and  Soutn  Korea.  But/  by  and  large/  offshore  production  does  not 
employ  more  than  a  marginal  portion  of  the  labor  force/  or  even  the 
much  smaller  industrial  work  force.  One  can  see  tnlS/  for  example/  by 
noting  that  offshore  production  is  basically  concentrated  In  apparel 
and  electronics/  and  then  examining  the  portion  of  manufacturing  output 
accounted  for  by  these  products  (which  overestimates  the  potential 
importance  of  offshore  production/  since  substantial  production  of 
these  products  is  generally  shipped  to  local  markets/  rather  than  being 
exported). 

In  almost  all  major  offshore  LOCs  in  1976/  textiles  and  clothing 
accounted  for  only  13  to  23  percent  of  manufacturing  value  added/  with 
the  significant  exceptions  of  El  Salvador  (31  percent)/  Korea  (25 
percent)/  India  (29  percent)/  Sri  Lanka  (23  percent)/  and  Hong  Kong  (98 
percent).  iflS/  Manufacturing  value  added  (in  1978)  in  these  countries/ 
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as  a  percent  of  GOP/  in  turn/  anounted  to  IS  percent  in  Ei  Salvador/  36 
percent  in  Korea/  17  in  India/  23  in  Sri  Lanka/  and  31  percent  in  Hong 
Kong.  lAg/  Thus/  onl/  in  Korea  and  Hong  Kong  does  apparel  production 
pernaps  exceed  5  percent  of  GOP. 

The  saae  story  holds  true  in  the  other  major  offshore  export/ 
electronics.  Restricting  our  attention  to  offshore  \sia  (unere  such 
exports  are  concentrated)/  in  1974/  only  in  Hong  Kong  and  Singapore  did 
electrical  machinery  output  exceed  10  percent  of  manufacturing  output 
(11  percent/  to  be  precise).  112/  4itn  the  possible  exceptions/  then/ 
of  Hong  Kong/  Korea/  Singapore/  and  Barbados  111/  offshore  exports 
cannot  possibly  account  for  a  significant  portion  of  employment. 

also/  it  is  not  entirely  clear  that  the  eaployient  created  in  the 
xones  is  a  particularly  effective  response  to  the  uneaployient  problems 
of  LOCs.  First/  it  ought  to  be  noted  that  the  workers  in  these 
offshore  factories  (as  in  the  apparel  and  electronic  Industries  in  tne 
developed  countries)  are  almost  exclusively  (30  to  90  percent)  women/ 
which  creates  some  rather  interesting  economic  and  social  Issues.  122/ 
In  apparent  contrast  with  these  industries  in  tne  developed  countries/ 
the  female  workers  are  overwhelmingly  young  and  unmarried/  with  the 
upper  age  limit  for  the  bulk  of  the  distribution  by  age  at  roughly  the 
mean  age  of  marriage  for  factory  women  in  their  local  societies.  HQ/ 
This  is  not  typical  of  female  employment  in  these  industries  in  the 
industrialized  countries.  Ill/  Many  of  these  young  women  participate 
formally  for  the  first  time  in  the  labor  force  as  an  assembly  export 
plant  worker/  and  critics  charge  that  rather  than  eradicating 
unemployment/  it  may  actually  induce  it/  by  encouraging  the  lebor  force 
participation  of  groups  that  might  not  otherwise  not  do  so.  112/ 
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The  other  aa^or  issue  In  eaiployment  is  that  of  aages  and  working 
conditions*  If  offrhore  'nts  paid  wages  abowe  going  rates/  for 
exaaple/  then  prcsuaably  a  job  created  in  the  offshore  export  sector 
aight  yield  a  greater  rcciai  return  than  Jobs  created  in  the  national 
econoay.  Hi/  The  evidence  on  this  poin**  is  mixed*  In  general/  most 
observers  find  no  significant  differences  between  wages  in  export 
processing  zones  and  the  rest  of  t^e  economy*  Hi/  K  1973  survey  of 
Korea's  )<asan  export  processing  zone  found  wages  in  the  Masan  zone 
somewhat  higher  than  In  Its  surroui:.ding  province/  for  all  types  of 
skills*  IH/  the  published  dat  ^  Jn  wages  in  Taiwanese  export  processing 
zones  show  most  workers  getting  wages  somewhat  below  the  general 
averages  for  apparel  and  electrical  machinery/  but  this  is  difficult  to 
interpret/  since  the  zones  probably  have  a  greater  percentage  of 
unskilled  assembly  jobs/  and  female  workers/  than  is  true  for  the 
industries  in  general*  H6/  the  other  hand/  as  is  noted  in  the 
Mexico  and  Haiti  case  studies/  wages  in  offshore  plants  in  those 
countries  tend  to  be  at  or  above  the  legal  miniiums*  Since  evasion  of 
minimum  wage  requirements  is  widespread  in  both  countries/  H2/  ihe 
wages  paid  are  probably  somewhat  above  a  market  wage* 

decause  they  tend  to  be  more  visible/  and  their  environment  more 
regulated  than  other  firms/  working  conditions  are  generally  thought  to 
be  somewhat  better  than  in  similar-sized  firms  in  the  rest  of  the 
economy/  though  undoubtedly  unsatisfactory  by  developed  country 
standards*  Hft/  A  survey  of  the  Swedish  Ministries  of  Foreign  Affairs 
and  Trade  found  that  labor  legislation  is  generally  enforced  in  most 
export  processing  zones*  112/  Qn  the  other  hand/  repressive  measures 
designed  to  control  or  prevent  trade  union  organization  in  foreign 
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tizas  are  applied  in  nany  Southeast  Asian  countries.  122/ 

ifi£iall£Qliilsai_Issu&s 

A  number  oi  social  and  political  issues  are  often  raised  with 
regard  to  offshore  production/  which  are  examined  in  detail  in  the 
country  case  studies  in  this  volume.  For  one  thing/  the  induction  of 
large  numbers  of  prime  age  females  into  the  industrial  labor  force  is 
chastised  as  being  socially  and  culturally  disruptive.  The  traditional 
family  structure  is  threatened/  employed  and  unemployed  males  feel 
unaole  to  assert  their  usual  roles  as  economic  heads  of  their 
households/  unwed  motherhood  increases/  and  the  general  moral  fabric  of 
local  communities  is  attacked.  These  are  difficult  issues  to 
appreciate  for  the  resident  of  a  late  twentieth  century  industrial 
capitalist  society/  where  these  fears  might  even  be  labelled  as  sexist, 
nonetheless/  in  a  traditional  culture  where  norms  of  behavior  evolve 
very  slowly/  this  sort  of  instant  industrialization  may  be  highly 
disruptive. 

Since  offshore  production  often  is  clustered  in  very  coapact  and 
politically  discrete  free  manufacturing  zones/  it  is  also  criticized  as 
an  enclave  of  foreign  interests/  not  subject  to  the  same  political  and 
economic  forces  tnat  regulate  the  business  environaent  in  other  parts 
of  the  country.  Criticism  of  the  lack  of  integration  of  offshore 
production  activities  into  the  rest  of  the  host  economy  are 
particularly  sensitive  in  Mexico/  where  the  relatively  isolated  border 
regions  in  which  these  plants  are  clustered  have  long  been  the  focus  of 

f 

C.  central  government  efforts  to  tie  them  more  into  the  lainstreaa  of 

Mexican  political  and  economic  life. 
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Since  aany  offshore  producers  use  tax  and  tariff  incentives  that 
prohibit  the  shlpaent  of  large  voluaes  of  output  to  the  national 
aarkets/  there  is  little  opportunity  for  national  producers  to  use 
products  produced  offshore  as  inputs  to  production  for  the  national 
aarket/  and  hence/  little  in  the  way  of  forward  linkages  developed  to 
the  host  economy.  In  some  cases/  however/  the  development  of  backward 
linkages/  the  substitution  of  nationally-produced  inputs  for  materials 
previously  iaported/  has  been  observed.  121/  Table  11.13  shows  that  in 
export  processing  zones  in  Taiwan  and  Korea/  national  aaterial  content 
has  increased  considerably  —  to  about  one-fifth  to  one-fourth  of  the 
value  of  exports.  Foreign  exchange  earned  on  those  exports  amounts  to 
about  half  of  their  value/  divided  between  wages/  aaterials/  rent/ 
services/  and  utilities. 

In  Mexico/  the  U.S.  content  of  805/807  imports  is  also  about  50 
percent/  but  the  national  aaterial  content  is  considerably  lower. 

While  these  data  do  not  really  tell  much  about  how  linkages  develop/ 
since  the  product  mix  of  these  zones/  as  well  as  the  prices  of  various 
inputs/  have  changed  over  the  years/  they  do  seem  tc  indicate  that 
national  content  does  have  a  tendency  to  rise  over  time  in  Asia.  This 
contrasts  sharply  with  the  Mexican  experience.  On  the  other  hand/  it 
should  be  noted  that/  in  the  absence  of  significant  transport  costs  (as 
along  the  Mexican  border}/  national  suppliers  of  inputs  for  U.S.-bound 
exports  must  actually  produce  at  a  lower  cost  than  the  product  is 
available  in  the  United  States/  since  the  606/817  tariff  exemptions 
lower  the  eventual  landed  cost  of  U.S.  Inputs  relative  to 
forelgn-produced  supplies.  This  probably  restricts  the  competitiveness 
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Table  11-13 

Foreign  Exchange  and  National  Content  of  Export  Proeeaaing 

Zone  Shipmente 


Foreign 
Exchange 
Earnings  as  Z 
Export 

Foreign 
laports 
as  Z  Exports 

*■ 

Donestte 
MaterlAs 
as  Z  Exports 

V 

\ 

\ 

Ihraa  Export  Process ing 
Zones.  Taiwan 

V 

9/66  -  12/74 

NA 

66 

9 

1975 

4ll 

57 

9 

1976 

43^ 

55 

12 

1977 

48^ 

52 

12 

1978 

40^ 

60 

16 

1979 

45I 

51 

20 

Hasan  Free  Export  Zone, 
Korea 

1971 

28 

1972 

30 

1973 

37 

1974 

39 

59 

17 

1975 

41 

54 

17 

1976 

49 

48 

22 

1977 

49 

48 

24 

1978 

52 

50 

22 

1979 

52 

47 

24 

Notea:  1.  Defined  ae  Exporte-Inports-Net  Outvard  Bnnlttanees. 

2.  Net  Exports  fron  Zone. 

Sources:  Taiwan  fron  Export  Processing  Zoim  Adalnlstratlon,  Essential  Statistics. 
various  years. 

Eoraa  fron  Eorea,  Hasan  Free  Export  Zona  In  Facts  and  Flaures  (ca.  1980) 
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LiafcAflAa 

Slnca  aany  offshore  producors  uso  tax  and  tariff  incentivas  that 
prohibit  tho  shipaant  of  largo  voiuaos  of  output  to  tha  national 
aarkats/  thara  is  littla  opportunity  for  national  producors  to  usa 
products  produced  offshore  as  inputs  to  production  for  the  national 
aarket/  and  hence/  littla  in  tha  uay  of  forward  linkages  developed  to 
the  host  economy.  In  soae  cases#  hoaavar/  tha  development  of  backward 
linkages#  the  substitution  of  nationally*produced  inputs  for  aaterials 
previously  iaported#  has  been  observed.  121/  fable  11.13  shows  that  in 
export  processing  zones  in  laiwan  and  Korea#  national  aaterial  content 
has  increased  considerably  ••  to  about  one-fifth  to  one-fourth  of  the 
value  of  exports.  Foreign  exchange  earned  on  those  exports  amounts  to 
about  half  of  their  value#  divided  between  wages#  aaterials#  rent# 
services#  and  utilities. 

In  Mexico#  the  U.S.  content  of  805/807  imports  is  also  about  SO 
percent#  but  the  national  aaterial  content  is  considerably  lower. 

While  these  data  do  not  really  tell  much  about  how  linkages  develop# 
since  the  product  mix  of  these  zones#  as  well  as  the  prices  of  various 
inputs#  have  changed  over  the  years#  they  do  seem  to  indicate  that 
national  content  does  have  a  tendency  to  rise  over  ties  in  Asia.  This 
contrasts  sharply  with  the  Mexican  experience.  On  the  other  hand#  it 
should  be  noted  that#  in  the  absence  of  significant  transport  costs  (as 
along  the  Mexican  border)#  national  suppliers  of  inputs  for  U.S.-bound 
exports  Bust  actually  produce  at  a  lower  cost  than  the  product  is 
available  in  the  United  States#  since  the  806/8)7  tariff  exeaptions 
lower  the  eventual  landed  cost  of  U.S.  inputs  relative  to 
foreign-produced  supplies.  This  probably  restricts  the  cospetitiveness 


of  foreign  inputs  to  only  the  aost  labor-intensive  iteas^  where  the 
labor  cost  differential  can  offset  the  surcharge  added  when  a  duty  is 
added  to  the  price  of  the  ites  in  U.S.  custoas*  Perhaps  because  of 
tnis/  even  in  aore  distant  Taiwan/  linkages  to  doaestic  subcontractors 
seen  aore  prevalent  in  Japanese  firms  than  in  U*S»  firas*  122/ 

Ibft.X£aQS  2fi£.&£.IschD&l&ay 

Probably  the  aost  important  (and  aost  difficult  to  aeasure) 
effects  of  foreign  investment/  froa  the  viewpoint  of  a  host  econoay/ 
are  found  in  the  extent  to  which  productive  knowledge  and  skills  are 
transmitted  to  nationals  of  the  host  economy.  There  are  three 
potential  recipients  of  these  transfers  of  technology  —workers/ 
aanagers  of  production  flows/  and  designers  and  developers  of  products. 

First/  to  be  clear  on  the  issue  of  how  iaportant  skills  e 
transforred  to  workers  are#  it  ought  to  be  stressed  that  the  tera 
unskilled  labor/  as  it  is  generally  used  in  this  book/  really  means 
**001  skilled  labor".  A  significant  nuaber  of  assevbly-type  operations 
require  some  training  and  experience/  and  probably  could  be  labelled  as 
seal-skilled.  In  the  semiconductor  industry/  for  example/  it  takes 
about  d  months  experience  to  reach  peak  efficiency  as  an  asseabler/  and 
the  U.S.  Department  of  Coaaerce  categorizes  such  workers  as 
semiskilled.  122/  Since  aany  in  the  asseably  work  force  are  involved  in 
their  first  industrial  work  experiences/  there  aay  also  be  some 
investment  in  the  inculcation  of  industrial  labor  discipline. 
Nevertheless/  such  investments  are  likely  to  be  rather  Halted/  and 
their  general  value  to  the  national  econoay  not  always  clear.  The 
specific  asseably  operations  taught  in  electronics/  Cor  exaaplo/  often 
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use  proprietary  high  technology  coaponents  unavailable  in  the  national 
econoay#  and  are  thus  of  lesser  value  outside  the  export  enclave*  12i/ 
On  the  other  hand/  export-oriented  foreign  fires  do  train 
significant  nuebers  of  host  country  nationals  as  loser  and  alddle  level 
managers  and  often  provide  technical  assistance  to  independent 
subcontractors*  Uhlle  difficult  to  docueent/  qualitative  lepressions 
seen  to  indicate  that  this  assistance/  uhen  supplied^  can  be  of 
considerable  value  in  learning  hou  to  organize  production  flows  and 
processes*  As  nentioned  earlier/  there  are  exaiples  in  Coloebia  where 
technical  assistance  supplied  by  foreign  contractors  to  national 
apparel  fires  doubled  productivity* 

The  transfer  of  product  and  process  technology  seens  to  be  euch 
rarer*  :4ost  offshore  plants  perform  a  Halted  number  of  the  production 
steps  necessary  to  produce  industrial  output/  and  the  design/  research/ 
and  production  of  most  high  technology  intermediate  components  largely 
remains  in  the  industrialized  countries*  There  are/  however/  a  few 
recent  examples  of  more  technologically  advanced  steps  being 
transferred  to  offshore  locations*  Simple  semiconductor  chips  are  now 
being  produced  in  Taiwan  and  Korea/  and  are  scheduled  to  oegln 
production  in  Hong  Kong  soon/  though  it  is  not  clear  that  this  is 
necessarily  related  to  the  offshore  assembly  operations  that  previously 
existed  in  those  countries*  L2S/  In  Singapore/  Philips  (the  Dutch 
electrical  producer)  now  designs  all  locally  manufactured  audio 
products  with  a  ISO  person  R&O  teas/  the  largest  in  tae  country; 

Hewlett  Packard  and  Nestle  also  do  some  research  and  development 
locally*  12ft/  This  is  quite  unusual/  however/  and  is  )ust  beginning  in 
the  relatively  industrialized  and  developed  Singaporean  economy* 


/ 
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Indeed/  Singapore  has  been  experleentlnq  with  a  poller  of 
deliberate  and  substantial  uage  nllces/  In  an  atteapt  to  restructure  Its 
industrial  output  away  froa  low-wage/  low  productivity  products/  and 
toward  high  wage/  high  productivity/  high  technology  products.  122/ 
Producers  were  to  be  forced  to  autoaate/  aechanlze/  and  wherever 
possible/  substitute  skills  and  capital  for  unskilled  labor.  Another 
ala  was  cut  back  on  the  algration  of  foreign  workers  into  Singapore; 
the  export  processing  operations  were  so  successful  in  increasing 
eaployment  (at  low  wages/  to  be  sura)  that  lC0/)0d  foreign  workers 
(mostly  froa  Malaysia/  Indonesia/  and  Sri  Lanka)  were  recruited.  i2&/ 
Foreign  investment/  however/  has  apparently  responded  to  the  wage  hikes 
by  declining.  122/  This/  perhaps/  reflects  a  general  problea  that  aay 
face  offshore  hosts  as  they  seek  to  switch  production  to  more  complex 
products/  in  capital  and  skill  intensive  industries. 

Another  criticism  that  Is  often  made  of  offshore  production  as  an 
industrialization  strategy/  is  tha  it  creates  an  industrial  structure 
that  is  dependent  on  demands/  and  markets/  that  are  entirely  foreign/ 
and  over  which  the  host  economy  has  no  control.  Thus/  it  is  argued/ 
the  economy  is  subject  to  fluctuations  in  employment  over  which  it  has 
little  influence.  122/  The  declines  in  employment/  and  layoffs/  that 
occurred  in  processing  and  free  zones  all  over  the  world  during  the 
1974-75  recession  are  usually  used  to  make  this  point.  Ill/ 

External  linkages  certainly  do  transmit  international  business 
cycle  disturbances  to  national  economies/  and  the  extent  and  nature  of 
these  international  effects  are  a  serious  theme  for  debate  on  policy. 
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Tne  be;>t  choicss  for  a  particular  country  oust  surely  depend  on  Its 
alternatives:  the  endouaent  of  natural  and  huaan  resources/  the 
existing  stock  of  Investaent/  its  state  of  econoalc  developaent/  and 
political  and  social  considerations.  The  vulnerability  of  an  econoay 
to  external  fluctuations  is  an  iiportant  issue. 

Tne  issue/  houever/  arises  with  all  types  of  exports/  not  just 
those  produced  in  offshore  plants  by  foreign  firas  or  their  local 
subcontractors.  To  focus  the  arguaent  aore  on  this  specific  type  of 
export/  we  night  ask  how  these  exports  vary  in  relation  to  a  aore 
general  aeasure  of  a  country's  industrial  trade/  say  all  aanufactured 
exports.  Because  offshore  production  in  LDCs  tends  to  be  concentrated 
in  textiles/  apparel  and  electronics/  and  because  detand  for  these 
products  is  notorious  for  Its  volatility  over  the  business  cycle/  we 
night  expect  that  industrial  promotion  policies  aimed  at  increasing  the 
trade  share  of  these  'offshore'  products  would  add  to  the  vulnerability 
of  exports  during  a  world  recession. 

Table  11.14  presents  some  inforaation  which  gives  us  a  rough 
answer  to  tnis  question.  In  it/  the  ratio  of  O.S.  336/897  iaports  (an 
important  subset  of  offshore  production)  to  all  aanufactured  exports/ 

Is  presented  over  a  tlie  period  including  tne  1974*75  world  recession. 
If  these  offshore  product  exports  were  aore  prone  to  fall  during  a 
recession  than  manufactured  exports/  in  general/  we  eight  expect  to  see 
this  ratio  drop  over  the  1974-73  period. 

The  ratio  did/  in  fact/  drop  soaewhat  during  the  recession  in  Hong 
Kong  and  Singapore/  both  of  which  are  relatively  high-cost  offshore 
locations/  and  in  Barbados.  On  the  ether  hand/  806/807  exports  to  the 
U.S.  grew  such  faster/  or  dropped  such  less/  than  all  aanufactured 
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exports  In  at  least  six  other  countries  lurlnp  the  recession:  In 
Brazil/  Coloabla/  El  Salvador/  Malaysia/  Mexico/  and  the  Philippines/ 
all  of  which  (except  Mexico)  are  relatively  low  cost  locations.  In  the 
other  countries  for  which  Infornatlon  Is  avallaale'/  the  ratio  tended  to 
grow  slightly/  or  reaaln  roughly  constant  (or  erratic/  as  in  the 
Ooalnican  Republic). 

On  balance/  then/  BOS/307  exports  seen  to  have  fared  such  better 
during  the  recession  than  all  aanufactured  exports  in  the  low  wage 
locations/  and  soaewhat  worse  than  all  nanufactures  in  the  high  wage 
locations.  Mexico  belongs  In  a  special  category/  because  of  Its  low 
transport  costs  to  the  U.S.  In  ColonblS/  as  indicated  in  the  case 
study/  the  surge  seens  to  have  occured  as  local  garnent  saicers  switched 
capacity  fron  the  depressed  local  markets  to  U.S.  exports.  In  Haiti/ 
according  to  the  case  study  in  this  volume/  business  actually  seems  to 
have  picked  up/  as  U.S.  manufacturers  moved  marginal  operations  out  of 
the  U.S.  and  Into  Haiti/  to  cut  costs. 

This  pattern  Is  consistent  with  offshore  producers  rationalizing 
their  operations  during  tiaes  of  recession,  bhen  deaand  plummets/  It 
Is  most  economical  to  cut  back  relatively  high  cost  plants  first/  or 
even  switch  them  overseas  to  cut  variable  costs.  This  seems  to  have 
occurred  repeatedly  with  U.S.  semiconductor  producers  during 
recessions.  132/ 

Thus/  when  recession  occurs/  manufacturers  appears  to  shut  down 
their  plants  in  high  cost  areas/  In  favor  of  output  in  plants  in  low 
cost  areas.  The  production  sites  that  will  suffer/  then/  will  be  In 
the  industrialized  countries  and  in  the  most  expensive  offshore 
locations/  while  offshore  plants  in  lower  cost  countries  seem  to  do 
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rathar  util#  tn  ttras  of  txport  salts#  cotpartd  to  all  national 
productrs  of  txportad  aanufacturts.  -.1. 

■%  • 

Tablt  IX.14  also  displays  uhat  is  ptrhaps  tht  tost  obvious 
advantagt  to  an  LDC  of  offshora  production:  it  is  an  iaportant  sturct 
of  fortign  txchangt*  In  aost  of  tht  countrits  of  tht  Caribbtan^  as 
util  as  in  aany  of  tht  Itast  dtvtloptd  tconoaios  of  Asia#  it  is  a 
crucially  iaportant  sourct  of  fortign  txchangt* 

In  Singaport#  Korta/  and  Rong  Kong#  0»S»  806/B97  txports  art  loss 
iaportant  (undtr  10  ptrctnt  of  aanufacturtd  txports)#  but  this  dots  not 
accurattly  rtfltct  tht  iaportanct  of  txports  by  fortign  aanufacturtrs# 
sinct  auch  of  tht  fortign  invastaant  in  thasa  countrits  is  not 
Aatrican«  fo  stt  this#  as  uas  atntiontd  tarlltr#  during  tha  latt  1970s 
btttar  than  half  of  all  tltctronics  taployatnt  in  aost  of  tht  aajor 
off short  locations#  othtr  than  Hong  Kong#  uas  in  tf»S*  and  Japantst 
aff Hiatts  alont*  Tablt  11*15  aakts  clear  that  alactrlcal  aachintry 
txports  utrt  a  significant  portion  of  txports  froa  all  thtst  countrits 
in  tht  aid-i970s*  Eltctrical  aachintry  txports  by  fortign  productrs# 
thtn#  utrt  a  significant  factor  in  the  fortign  txchangt  position  of 
thtst  countrits* 

# 

Hhilt  it  is  trut  that  thtst  figurts  probably  ovorstatt  tha 

> 

iaportanct  of  ntt  fortign  txchangt  tamings#  sines  off  short  txports.. 
tond  to  uso  aany  aort  iaporttd  inputs#  thty  oust  still  bt  substantial. 
As  uas  sttn  tarlltr#  40  to  50  porcont  of  tht  valut  of  txports  is 
typically  tht  ntt  fortign  txchangt  yitldtd  by  thtst  shipatnts* 


Table  11-14 

U.S.  806/807  laqiorts  In  Ralatlcn  to  Total 
Manufactured  Blurts,  Selactad  Countrlaa 
(Percent) 


Barbadoa  (807  only) 

Braall  (806  &  807)  1. 
Colonbia  (807)  .2 
Dominican  Republic  (807) 

El  Salvador  (807)  3. 
Haiti  (807)  t 
Hong  Kong  (807)  6. 
Korea  (806  &  807)  4. 
Malaysia  (806  6  807) 

Mexico  (806  6  807)  6 
Philippines  (806  &  807)  9. 
Singapore  (806  6  807)  7. 
Thailand  (807) 

Indonesia  (807) 


July,  1 


U.S.  806/807  imports  exceed  total  manufactured  exports  for  some  countries 
because  countries  do  not  count  these  eiqports  In  their  trade  statistics 
(l.e. ,  Mexico),  or  count  only  the  value  added  (i.e. ,  Haiti),  and  because 
of  minor  amounts  of  non-manufactures  imported  under  806/807. 
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Aa  Pareaat  (Z)  All  Harehandlsa  Exports, 

Asian  Cpk.n'tri^^ 


Oeuatry 

Expoi^ 

TsstUss 
sad  Appsrsl 
(1977) 

Elsetricsl 

MSehlasry 

(1974) 

AU 

Maaafseturiag 

(1977) 

Koras 

32 

11 

85 

Beag  Koag 

46 

U 

96 

Tslsaa 

23 

18 

49 

Mslsysls 

2 

2 

17 

Siagspors 

5 

10 

44 

Phillpplasa 

5 

7 

25 

Thallaad 

8 

1 

19 

1.  10  psretnt  la  1979. 

2.  Eafars  to  1979. 


Sourest  BSCAP  COscsaibsr,  1978),  p.  57,  for  sloctrlesl  asehlasrjr;  World  Bank 

COetobsr,  1980),  for  TMUss  sad  Appsrsl,  All  Haaufseturss.  Philippins 
data  for  1979  bsssd  oa  InfotBStioa  la  Buslasss  Wyk  ( Juas  16,  1980) , 
p.  36  sad  Aslsa  Wall  Strsst  Jouraal.  (Juas  9,  1980),  p.  17.  Elsetricsl 
MsehlBsxy  shsrs  for  Tslmm,  1974,  from  Kaals^  (1979) ,  p.  240. 
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In  fact#  tha  two  products  which  doainato  offshora  production# 
apparal  and  alactronics#  wars  probably  bettor  than  41  percent  of  all 
exports  in  Korea#  Rong  Kong#  and  Taiwan*  Offshore  production  account* 
for  substantially  less#  however#  because  apparel  and  textiles  in  these 
countries  appear  to  be  doainated  by  indigenous  producers  (although  a 
substantial  portion  of  apparel  output  aust  be  contracted  by  iaporters 
in  industrialized  countries  it  is#  strictly  speaking  not  offshore 
production#  since  these  exports  probably  use  aainly  locally-produced 
inputs}* 

The  exception  that  proves  the  rule  is  Hong  Kong#  where  offshore 
production  using  iaported  coaponents  seees  to  be  of  such  less 
iaportance*  Hong  Kong  is  soaething  of  an  enlgaa#  aoreover#  since  98 
percent  of  aanufacturing  value  added  is  in  textiles  and  apparel# 
yet  under  half  of  exports  of  aanufactures  consist  of  textiles  and 
apparel*  lii/  One  answer  (In  addition  to  its  large  voluae  of  re-exports 
as  an  entrepot)  to  this  puzzle  seeas  to  be  that  Hong  Kong  firas 
subcontract  such  of  their  output#  or  set  up  assaably  operations#  in 
surrounding  low  wage  areas#  especially  aainland  China*  In  1979#  for 
exaaple#  China's  exports  to  Hong  Kong  (which  were  eventually 
re-exported)  rose  423  percent  to  about  $224  aillion#  .with  sost  of  the 
increase  consisting  of  textile  electronics#  and  other  typical  offshore 
products  asseabled  froa  iaported  coaponents*  135/  Thus#  a  significant 
portion  of  Hong* Kong's  aanufactured  exports  are  probably  aade  up  of 
reexports  of  offshore  production  foa  Chinese  plants*  Much  of  Rong 
Kong's  electronic  watch  output#  for  exaaple#  is  asseabled  in 
China*  135/  .  .  .  _ 
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China  hasr  la  the  last  fev  years^  aoved  vigorously  touard  setting 
up  export  processing  zones^  cospensation  trade  agreeeents  /  and  othar 
institutional  arrangeaents  aiaed  at  encouraging  the  setup  of  offshora 
asseably  plants.  HI/  It  (noujeven  peraits  Joint  ventures*  And  China  . 
is  not  the  only  socialist  country  to  do  so:  Yugoslavia/  Cast  Geraany/ 
Hungary/  and  Ruaania  play  a  proainent  role  in  Hast  Geraany 's  apparel 
asseably  trade*  Hfi/  In  the  case  of  both  China  and  the  Eastern  European 
socialist  countries/  the  priaary  aotlve  for  encouraging  these  ventures 
seeas  to  be  their  yield  of  foreign  exchange*  H2/ 

Qf  course/  foreign  exchange  is  generally  used  when  infrastructural 
investaent/  as  in  export  processing  zones/  is  undertaken  to  attract 
foreign  producers*  But  the  yield  on  these  infrastructural  investaents 
is  generally  quite  high*  Therefore/  the  foreign  exchange  expenditure 
does  not  significantly  reduce  the  attractiveness  of  these  facilities  as 
a  aeans  of  earning  hard  currencies*  140/  And  when  offshore  production 
is  undertaken  by  foreign  capitalists  using  labor  force  groups  that 
would  not  noraally  be  producing  tradable  goods/  the  foreign  exchange 
costs  of  these  projects  is  likely  to  be  quite  low*  In  short/  then/ 
froa  the  viewpoint  of  the  host  econoay/  foreign  exchange  earnings  aust 
surely  be  one  of  the  aost  positive  features  of  these  production 
arrangeaents* 
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SUIUIX 

This  brisf#  bird's  sys  visw  of  offshors  production  arrsngoBonts  • 

has  hintad  at  tha  eoaplaxitias  of  intarnatlonal  industrial  :* 

■  .  •>.  > 

radaployaant.  It  uas  saan  that  truly  Intarnatlonal  offshora  production 
flous  ara  basically  concantratad  in  alactronles  and  apparal^  uith 
alactronics  shipaants  baing  a  aultipla  of  thosa  of  apparal*.  Closar  to 
hoaa  (i.a«r  Haxico  for  tha  Koraa  for  Japan/  Castorn  Europa  and 

Horth  Africa  for  Wastarn  Europa)/  thara  ara  indications  that  nora 
product  divarslty  nay  axist/  uith  transport  costs  a  louar  barrlar  to 
such  trada* 

It  uas  also  saan  that  offshora  production  has  baan  ona  of  thraa 
dlffarant  strataglas  of  rasponsa  in  tha  industrializad  countrias  to  tha 
Incraasa  in  axports  of  labor-lntansiva  aanufacturad  goods  Iron  tha 
Third  Korld*  In  Europe/  protectionist  trade  barriers  have  blocked  aost 
of  tha  channels  for  iaports  of  thosa  goods  —  apparel  and 
alactronics  in  uhlch  offshora  production  is  aost  feasible*  In 

Japan/  aanufacturars  have  follouad  a  strategy  of  setting  up  offshora 
production  in  thosa  goods  uhara  LDC  coapetltivanass  threatens  Japanese 
production/  and  to  service  third^country  export  aarkats*  In  tha  United 
States/  offshore  production  has  bacoaa  an  integral  part  of  tha  highly 
coapatitiva  doaastic  aarkat  for  alactronics  products/  and  to  a  auch 
lesser  extant/  in  apparel*  2  . 

In  a  vary  fundaaental  sense/  the  uhola  phanoaanon  of  offshora 

*  '  •  • 

■»  . 

production  is  a  portent  of  troubles  to  coas/  as  industrializad 

•  •  > 

countrias  respond  to  tha  Increasing  coapetenca  and  louar  production 
costs  of  producers  of  basic  aanufacturas  in  LOCs*  A  single  graph 
speaks  eloquently,  to  this  trend  (see  figure  11*1);  the  0*S*  econoay  is 
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Flgur«  IZ-1 

U.S.  trade  balances  In  R&O  IntensIve  manufactured  goods, 
non*R&0*intensive  manufactured  goods,  and  transportation  equipment 

BILLION 


Hotaa:  *ISl>>lat«BSlv«  ■amifaeturad  goods  includo  chwiealo,  noaoloetrleal 

■aehliMxy,  •loetrleal  aaelilBory  aircraft  profasalonal  aad  aclaatlfle 
InstrwMnta. 

**Traasportatloa  aqulpaant  rafara  to  aotor  vahlelas  aad  parts* 
aaa||^.fU^l0taBal'vo  goods  loelados  food  products ,  aatals  aad  fabricatloa, 
othar  aaaafactariag. 

Freai  Offiea  of  Voralga  Sconoale  aaaaareb,  U.S.  Uapt.  of  labor,  Ssoort  of  tba 
?raaidaat  oa  U.S.  Coapatttivaaaaa  (Stot..  1980),  rigora  111-10. 
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Increasingly  beeoaing  an  intarnational  exporter  of  technology  and 
skill-intensive  goods/  and  an  inporter  of  less  skill  and  knosledge 
using  products*  -  J't. 

Feu  seen  auare  of  this  trend  and  its  priaary  iaplication  —  that 
the  unskilled  in  the  industrialized  econoaies  uill  slaply  be  unable  to 
aarket  their  services  at  vages  treble  or  higher  the  going  rates  in  Asia 
and  Latin  Aaerica  (except  in  services  and  aanufactures  protected  by 
tariffs  or  transport  costs)*  Severe  probleas  of  structural 
uneaployaent/  declining  incoaes  and  expectations/  and  the  creation  of 
uidening  gaps  betueen  the  skilled  and  unskilled  in  industrial  societies 
uill  follou* 

Hot  aany  realize/  for  exaaple/  that  one  of  the  fundaaental  uays  in 
uhich  the  Onited  States  has  fallen  behind  Japan/  is  in  the  education 
and  training  of  the  great  bulk  of  their  respective  uork  forces*  By  the 
late  1970s/  for  exaaple/  Japan  had  achieved  the  highest  literacy  rate 
in  the  uorld/  and  the  percentage  of  its  population  finishing  secondary 
education  hat^  groun  auch  larger  than  in  the  United  States  and  Canada/ 
the  runners-up*  iil/  As  another  exaaple/  Japan/  uitn  roughly  half  of 
the  population  of  the  Onited  States/  nou  turns  out  substantially  sore 
electrical  engineering  graduates  than  the  D*S*  (See  Table  11*16}*  The 
future  of  high  uage  eaployaent  in  the  industrial  countries  clearly  lies 
in  increasing  Investaents  in  skills/  education/  and  technology*  : 

As  for  tha  less-skilled  occupations/  there  are  basically  tub  . 
alternatives  ta  be  faced/  if  uagas  are  net  to  erode  to  levels 

V  ■  *  ‘ . 

approaching  those  in  tha  lass  industrialized  countries*  Tha  first 
possibility  is  autoaation/  the  replacanent  of  the  unskilled  by 
nechanized  operations*  Tending  to  nachinas/  of  course/  is  not 


l: 


A 


Table  II>16 


Muabax  of  Electrical  Eaglnaerlng  Creduetee  * 

^  In  TkcuiXirtdi  ) 


Japan 

U.S. 

1971 

15.3 

17.4 

1972 

16.1 

17.1 

1975 

17.2 

17.0 

1974 

17.4 

15.5 

1975 

18.0 

14.3 

1976 

18.3 

14.2 

1977 

19.3 

14.3 

*  Bachelor* a*  Heater* a,  and  Fh.D.  dagraaa. 

Source  t  Stave  Kahaa,  "A  CrlalSla  Elaetrleal  Englaaarlng  Manpower » 
IEEE  Spactrua.  (June,  1981),  p.  52. 


n«c«ssarily  a  skHlad  occupation#  but  high  uagos  can  absorb  soaa  of  tba 
iaplicit  rant  that  investaant  in  a  stabla  and  sacura  location. aarns#  by 
coaparison  with  a  lou-uaga#  and  politically  and  socially  unstabla> 
anvironaents  for  invastaant* 

Tha  sacond  altarnativa  is  offshora  production#  aoving  tha  lou 
skill  lobs  to  uhara  unskillad  labor  is  in  groat  abundanca.  Tha  choica 
batuaan  tha  tuo  stratagias  aust  suraly  ba  datarainad  by  aconoaic  costs# 
tha  llaitatlons  of  existing  technology#  and  tha  social  and  political 
, costs  of  adjustaent* 

This  sacond  alternative#  offshora  production#  really  aasks  a  very 
heterogeneous  sat  of  production  relationships  under  a  convenient  label. 
But  tha  diffarancas  which  exist  in  tha  use  of  these  arrangeaents#  by 
products  and  by  country#  are  tha  aost  interesting  and  iaportant  feature 
of  this  whole  class  of  trade  flows.  They  are  interesting  because  the 
variations  in  the  pattern  suggest  what  tha  key  alaaents  of  tha  decision 
to  go  offshore  are  —  the  how#  why#  when#  and  whare  of  asseably  of 
different  products  in  different  countries.  They  are  iaportant#  because 
they  reveal  what  policy  choices  can  affect  the  restructuring  of 
international  industry#  and  what  tha  consequences  of  these  choices  are 
likhly  to  ba. 

This  study  includes#  in  full  institutional  detail#  an  axaainatlon 
of  tha  evolution  of  the  intornationalization  of  production  for  the  aost 
iaportant  flngltl  offshora  product#  saaiconductors#  and  tha  affaets.on 
the  aost . iaportant  single  LOC  location#  Naxieo.  Other  sections  provide 
contrasts  bf  axaalning  tha  growth  and  naturo  of  these  trade  flows  in 
what  is  probably  tha  poorest  offshora  location#  Haiti#  and  in  a  country 
where  this  trade  grew#  flourished#  and  than  wilted#  Coloabia. 
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Appendix  1 

since  a  large  part  of  896/8w7  transactions  represent  the  transfer 
of  a  seal-finished  product  oetueen  related  flras  (and  thus  has  no 
ouservable  narlcet  value)  -  offshore  production  is  given  a  constructed 
value  as  It  passes  through  J.S.  customs.  Li2/  3/  statute  IdZ/  the 
constructed  value  is  defined  to  be  the  cost  of  aaterlals  and 
fabrication  overseas/  plus  a  markup  for  general  expenses  and  profit 
equal  to  that  uaual  (not  actual!)  in  sales  of  aerchandise  of  that 
particular  kind/  exported  from  that  particular  country.  lil/ 

Essentially  customs  value  is  then  defined  as  variable  production  costs/ 
plus  a  markup  particular  to  the  country  and  product. 

These  problems  are  not  even  confined  to  trade  vithin  a  single 
firm.  Even  when  independent  contracting  takes  place/  the  contracting 
firm  often  supplies  inputs  gcallSv  in  which  case  problems  of  valuing  an 
input  with  an  unobserved  price  arise.  Independent  subcontractors/  for 
example/  are  frequently  given  "assists"  by  their  U.S.  principles/  in 
the  form  of  loans  of  machinery/  tecnnical  assistance/  administrative 
assistance/  etc./  the  value  of  which  could  be  omitted  from  all  sales 
contracts  and  invoices  without  financial  prejudice  to  either  side. 

Note  that  —  except  for  certain  special  tools  and  dies  unique  to 
a  specific  product  —  depreciation  and  other  capital  costs  ought 
properly  be  considered  a  general  expense.  Also  note  that  research/ 
development/  and  design  costs  fall  into  a  grey  area  of  law.  When 
directly  allocable  to  a  U.S.-made  component/  they  are  not  considered  a 
cost  of  fabrication.  When  numerous  production  stages  take  place  inside 
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and  outside  of  the  U.S*/  before  a  finished  product  eierges/  it  ^is 

unclear  uhat  allocation  of  basic  technical/  adeinistrative/  an<^ 

research  overhead  ought  be  aade  to  the  various  stages  of  production* 

Does  the  silicon  chi?  froa  unlch  an  integrated  circuit  is  asseabled 

> 

overseas/  and  tnen  shipped  back  to  the  U*S*  for  testing  and  packaging/ 
eabody  the  research  cost  that  went  into  it  as  a  chi?/  prior  to  Export/ 
as  an  asseabled  integrated  circuit/  or  as  a  packaged  Integrated 
circuit  after  it  has  passed  electrical  tests  and  is  actually  ready  for 
sale? 

As  night  be  inagined/  the  U*S.  Custons  Service  has  had  graat 
difficulty  in  interpreting  tnis  statute*  An  inforial  survey  of  Customs 
practice  at  various  parts  of  entry  along  the  t;*S**Mexican  border/  where 
a  great  deal  of  B06/307  trade  enters  the  U*S*/  in  early  1933/  disclosed 
a  great  deal  of  variation  in  actual  practice*  Some  laport  specialists 
ask  for  actual  fabrication  cost/  general  expenses/  and  profit/  others 
make  elaborate  calculations  comparing  various  cast  ratios  among  the 
operations  they  are  responsible  for/  in  an  effort  to  monitor  "usual" 
expenses  and  profit;  many  simpla  accept  whatever  declaration  Is  aade 
witn  minimal  scrutiny*  Often/  a  wide  variety  of  practices  is  followed 
within  a  single  port  of  entry*  The  effect  of  valuation  procedure  is  to 
effectively  price  the  article  at  its  declared  cost  of  manufacture 
overseas/  plus/  possibly/  a  markup  for  general  expenses  and  profit*  No 
imputation  for  U.S*  based  research  and  davelopmant  axpendltur#/ 
administrative  overhead/  or  marketing  costs  Is  generally  made* 

Thus/  bearing  in  mind  this  brief  discussion  of  7*$*  customs 
valuation  procedures/  It  is  clear  that  this  intrafiri  trada  In 
semi-finished  goods  is  reported  In  official  statistics  with  values  that 
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have  an  extraaaly  tenuous  relation  to  an  econoaist'^  concept  of  aarket 
value.  Such  trade/  because  it  is  in  products  tnat  nave  no  readily 
ascertainable  market  value/  generally  is  given  a  constructed  value  by 
U.S.  customs,  tlot  only  are  the  statutory  requireaents  for  such 
constructed  valuation  ambiguous  and  unhelpful/  but  also  customs 
officials  have  responded  with  an  extraordinary  varied  aenus  of  a(L.tl&C 
procedures/  often  within  a  single  port  of  entry. 

In  addition/  the  values  on  official  documentation  that  are 
reported  to  the  U.S.  Census  Bureau/  official  custodian  of  U.S.  trade 
statistics/  are  substantially  revised  as  more  accurate  and  timely  cost 
inforaation  is  received  by  custois  import  specialists.  These  revisions 
are  often  not  attributed  to  the  individual  transactions  to  which  they 
are  applicable/  and  frequently  are  resolved  after  the  deadline  for 
sending  revised  data  to  Census  has  passed.  One  custoas  post  reported 
that  the  official  transaction  values  for  electronic  component  imports 
sent  to  Census  were  generally  B  to  12  percent  below  revised 
appraisements  later  made/  in  many  cases  too  late  for  the  revisions  to 
be  picked  up  by  Census. 
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Appendix  2 

QutMaLd^cac&saliia.iBsisiL£s.iQ.Ltift.£&£ 

(witn  the  assistance  of  Karen  Llcksr) 

The  £EC  countries/  as  does  the  fJnited  States/  perait  the  return  of 
yoods  temporarily  exported  abroad  for  fabrication  uith  the  payment  of 
duty  on  the  value  added*  Assessment  of  the  value  added  by  customs 
officials  in  the  EEC  differs  from  U.S*  procedures/  but  in  principal  the 
outuard  processing  provisions  of  the  EEC  are  very  similar  to  the 
U*S*  &t6.30  and  807*30  provisions*  The  SEC  countries  are  subject  to 
more  complicated  procedures  for  allowing  the  re^import  of  assembled  or 
treated  good  with  partial  duty  relief/  however. 

Up  until  1975  most  of  the  ESC  countries  provided  some  form  of  duty 
relief  for  goods  re-imported  after  treatment  abroad*  However/  the 
application  of  these  provisions  varied  from  country  to  country  within 
the  community*  In  1975/  the  council  of  the  European  community  issued  a 
directive  regarding  the  '*Harionlzation  of  outward  processing 
regulations***  **Znward  arrangements**  allowing  for  the  exemption  of  any 
export  duty  on  goods  processed  within  the  community/  have  been  in 
effect  since  1969* 

The  directive  makes  duty  relief  consistent  and  uniform  throughout 
the  community*  In  essence  the  directive  states  that  the  duty  due  upon 
re-importation  of  a  good  after  the  treatment  is  to  be  reduced  by  the 
amount  of  duty  that  would  hare  been  charged  upon  import  of  the 
originally  exported  components  had  they  been  imported  alone  at  the  time 
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of  re-entry  of  the  product* 

For  statistical  purposes  each  of  the  E£C  countries  have  adopted  a 
name  foe  the  type  of  outward  processing  transaction  discussed  here* 
Tiiey  are  as  follows: 

aelgiua  •  Regiiae  du  perf ectionneaent 
passif  —  Regaling  Passive  Veredeling  (PPV) 
ilftaoaclf  *  Passiv  Foraeling 
££aacs  *  Exportation  teaporaire  industrial le 
*  Passlver  Veredeiungsverkehr 
IlfiiflQd  ~  autward  processing 
IldiJf  *  Teaporanea  esportazaione  per 
perf ezionaaento  passive 

LuxfiltlSlULfl  *  Regiie  du  perfectionnaient  oassif 
liftitlSLidQda  *  Voorwaardelijke  vrijstelling  voor 
goederen  welke  worden  wederlngevoerd  na  te  zljn/ 
bewerkt/  verwerkt  of  hersteid  (passieve 
veredelingl* 

UOilSd.KiQfldaB  *  Outward  processing  relief* 
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Footnotes 

1*  The  tern  "production  sharing"  was  coined  0/  Peter  F«  Orucker 
(see  his  article  in  the  Wdil_Streat_jQurnat#  "The  Rise  of  Production 
Sharing/"  March  15/  1977)*  The  teres  "offsnore  production"/ 

"production  sharing/"  and  "co*production"  are  used  interchangeably  in 
this  book. 

2.  Petar  P.  Orucker/  "Production  Sharing/  Concepts  and 

Definitions/"  January  1979. 

3.  Various  studies  by  the  U.S.  International  Trade  Commission 
contain  the  following  summary  of  the  U.S.  Custois  treatment  of  806. 3^ 
and  697.00: 

"Items  306.30  and  897.00  are  provided  for  in 
schedule  6/  part  1/  subpart  8/  of  t.ie  TSUS. 

Pursuant  to  the  provisions  of  item  605.30/  articles 
of  metal  (except  precious  metal)  that  have  been 
manufactured/  or  subjected  to  a  process  of 
manufacture/  in  the  United  States  and  exported  for 
processing  and  return  to  the  United  States  for 
further  processing  ar  subject  to  duty  only  on  the 
value  of  the  foreign  processing.  Under  itet 
607.09/  imported  articles  assembled  in  foreign 
countries  with  components  that  have  been 
manufactured  in  the  United  States  are  subject  to 
duty  upon  the  full  value  of  the  imported  product 
less  the  value  of  the  U.S.-fabricated  coaponents 


contained  tharain*  Mo  further  processing  in  the 
^  United  States  is  required  for  articles  isported 

under  itea  807.00*'' 

(See/  for  exaapie/ 

&£il£dUlas.Ql_Ibfi.ii0i£ftd.^a£ftSa.Ii2Z=l2£ll/  U.s. I.I.C.  Publication  1170 
July  1961/  p.  2)* 

The  specific  language  of  the  307.00  provision/  which  covered  96 
percent  of  the  coabined  impacts  under  the  two  iteas  in  1933/  refers  to 

"Articles  assembled  abroad  in  whole  or  in  part  of 
fabricated  coaponsnts/  the  product  of  the  United 
States/  which  (a)  were  exported  in  condition  ready 
for  asseably  without  further  fabrication/  (b)  have 
not  lost  their  physical  Identity  in  such  articles 
by  Change  in  form/  shape/  or  otherwise/  and  (c) 
have  not  bee  advanced  in  value  or  improved  in 
condition  abroad  except  by  being  asseibled  and 
except  by  operations  Incidental  to  the  assembly 
'process  such  as  cleaning/  lubricating/  and 
painting." 

4.  Japan  also  has  special  tariff  arrangeients  permitting 
duty-free  reentry  of  Japanese-made  components  assembled  offshore/  but 
their  use  appears  to  be  much  more  restricted  than  is  the  case  in  the 
U.S.  and  E.E.C.  See  U.S.I.T.:.  (1970)/  p.  32)  UNCTAD  (1975)/  p.  21-22 
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5.  Set  McKinnon  (1991)/  Keesing  (1979). 

6.  See  Mira  villeins  (1974)/  for  the  history  of  O.S.  direct 
foreign  investment/  Kranko  (1976)  for  European  investaent.  Significant 
volumes  of  Japanese  direct  foreign  aanuf actur ing  investment  in  Xhe 
postwar  period  did  not  begin  until  the  late  1963s.  See  Sekiguchi 

V, 

(1977). 

7.  Such  as  Froebel/  '-feinrichs/  and  Kreye  (1939). 

8.  See  also  Voshihara  (1978)/  Pp.  37-33. 

9.  See  Franko  (1976)/  Pp.  126-132. 

1C.  See  the  discussion  of  European  trade  policy  in 
semiconductors/  in  this  book/  for  a  particularly  clear  example. 

11.  Complete/  detailed  statistics  on  807  only  are  available  from 
196V  on.  The  ITC  maintains  these  data  in  completely  disaggregated 
(country/product)  form  on  magnetic  tape/  in  addition  to  its  less 
detailed  published  reports. 

12.  Essentially/  806.3?  permits  the  reimport  of  "fabricated"  but 
effectively  unfinished  metal  products  into  the  ii.S.  for  further 
processing;  807.00  permits  the  "assembly"  of  finished  goods  for 
reexport  to  the  U.S.  for  final  consumption.  Over  the  years/  the 
definition  of  what  "assembly"  is  has  been  expanded  through  a  series  of 
decisions  in  the  U«S.  Customs  courts.  See  Lebouitz  (1979). 

13.  Section  807.00  of  the  Tariff  Schedule  of  the  U.S.  (ISOS) 
came  into  being  in  1963  as  a  technical  change  suggested  in  the 

U.S.  Tariff  Commission's  Tariff  Classification  Study/  codifying  into 
Idu  prevailing  practices  resulting  from  Customs  Court  decisions  of  the 
i950s.  The  only  substantive  change  Introduced  by  this  legislation  was 
to  no  longer  require  that  assambled  components  be  subject  to  the 
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riaqulreRsnt  of  ''constructive  sejregation^"  unereby  asseiblel  coaponents 
had  to  be  capable  of  uelny  reaovad  without  injury  froa  the  itea  in 
which  they  were  placed*  Siljnt  changes  in  this  tariff  section  were 
IdtfisiateJ  in  1965  and  1966.  See  U.S*  Tariff  Coanission  (1970)# 

Pp.  15-20. 

In  1966/  wnen  Mexico's  Border  industrialization  Prograa  —  which 
depended  upon  807  for  its  continued  success  —  began  to  really  grow/ 
organized  labor  becase  concerned  about  section  307.  Since  1967/  the 
if'L-ClQ  has  sought  repeal  on  numerous  occasions*  See  testimony  of 
N.  Ooldfinger  before  Subcoanittee  on  Trade/  House  Mays  and  Means 
Committee/  March  25/  1976. 

14.  There  may  also  be^soae  saall  cost  to  the  firm  of  maintaining 
administrative  and  legal  records/  and  their  administration/  required  by 
tne  special  custoas  procedures  for  entry  of  o06/ec7  iaports. 

15.  Exaaples  of  such  Inputs  being  dutiable  are  non-7*S*-aade 
materials  or  components/  "assists"  of  a  technical  or  adainistrative 
nature/  nachinery/  or  tools* 

16.  This  figure  corresponds  to  imports  of  manufactured  goods 
classified  chiefly  by  material  (excluding  iron  and  steel)/  nachinery 
and  transportation  equipment/  and  aiscellaneous  manufactured  articles 
froa  tne  western  hemisphere  (excluding  U.S.  and  Canada)/  Asia 
(excluding  Japan)/  and  Africa.  Sea  U.S.  bureau  of  the  Census# 
diatliigtlLS.dlI.U«.S«..&S&&Ll.aad.IiaaLLJL£ii^f  (Oeceaoer/  1977  ) . 

17.  See  U.S.I.T.C.  (199U)/  Appendix  tables.  Actually#  805.30 
imports  of  aetal  items  froa  the  entire  world  amounted  to  $80.6  aiilion 
(or  2.2  percent  of  306/807  imports  froa  LOCs).  There  is  no  assy  way  to 
separate  out  iaports  of  thasa  itaas  coaing  froa  LDCs#  and  axcluda  thea 
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so  as  to  aatch  our  definition  of  aanufactured  imports*  In  any  event/ 
it  Mould  not  affect  our  calculations  in  any  significant  way* 

18*  U.S*  Oepartvent  of  Coaaerco/  Bureau  of  Sconoaic  Analysis/ 
U«.Sa..iliL&cl.la)casXaaQl.Atiiaad4..l222  (i9si)/  Table  11.1*20. 

19.  See  U.S.l.T.C*  (1983)/  p.  11.  In  1969/  tne  U*S.  Tariff 
Connission  (the  lIC's  organizational  predecessor)  found  that  roughly  40 
percent  of  the  total  value  of  0*S.  6C6/837  iaports/  and  52  percent  of 
the  value  of  li.S.  dutyfree  components  reimported  under  905/607/  caae 
from  U*S*  overseas  investaents.  The  divergence  exists  because  aany 
836/937  inports  ara  foreign  auto  imports  from  developed  countries  with 
very  small  (J*S.  parts  contents*  These  auto  imports  froa  foreign 
producers  amount  to  a  large  part  of  total  306/837  iaport  value/  and  a 
very  small  part  of  reimports  of  'J*S*  components*  Since  autos  do  not 
appear/  in  general/  as  imports  froe  LDCs/  presuiably  auch  higner 
percentages  of  836/837  imports  from  LDCs  are  from  U*S*»owned  firms* 

The  remainder  of  807  iaports  in  1969  cama  from  'J*S*  fins  dealing 
with  inoependent  jobbers  and  contractors  abroad/  and  foreign  firms 
securing  'J*S.  components  for  their  exports  to  the  i/.S.  Soie  58  percent 
of  the  total  value/  and  40  percent  of  the  0*S.  value  of  835*30  imports 
caae  from  u.S*  foreign  facilities  in  1969* 

In  the  U.S.  facilities  shipping  837  exports/  soae  €9  percent  of 
tne  value  of  807  exports  was  shipped  by  facilities  whose  main 
activities  were  807  assembly  operations. 

See  0*8*  Tariff  Commission  (1970)/  Pp*  6*7/  147*149* 

20*  Unfortunately/  there  ace  no  data  available  on  which  806/807 
Imports  are  related  party  transaction* 
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21 •  This  dons  in  Appendices  2  and  3  to  this  section. 

22,  More  detailed  inforsation  on  the  relative  inportance  of 
806/807  isports  and  related  party  iapports  in  overail  iaports  of  these 
items  is  given  in  Appendix  Taole  4. 

2i.  See  'J.S.  Tariff  Coaiission  (1973)/  ?•  6, 

24.  Product  categories  included  in  ''other'*  electrical  equipment 

are: 


Electronic  aemories 
Transformers 

Electric  sotors/  generators/ 
etc. 

Kadio  telegraph/  telephone 
navigational  and  radar 
apparatus 

Electrical  conductors 


Radio  apparatus  and  parts 
Phonographs  and  parts 
Electric  household  appliances 

Loujspealcers  and 
applif ication  equipment 

Tape  recorlars  and  players 
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Other  miscellaneous  electrical  Radio-phonograph  and  other 

products  consuiec  electronic 

cofflhinations 

Certain  heating/  welding/  Electric  lamps 

soldering  equipment 

Cap  acitors 

Resistors  and  Parts 

Electric  Tubes  (except  x-ray)  and  parts 

25*  See  (J.S.I.T«C«  (January/  1990)/  Pp.  41/  44* 

26*  See  the  testimony  of  Helvin  Kleeblatt  before  the 
Subcommittee  on  Labor/  Committee  on  Education  and  Labor/  U«S*  House  of 
Representatives/  April  26/  1967. 

27.  Morawetz  (1981)  also  lists  labor  productivity  differentials/ 
quality  control/  and  punctuality  of  deliveries  as  lajor  problems  in 
Colombia/  relative  to  Asia.  Since/  however/  foreign  firms  can  set  up 
their  own  garment  export  operations  in  most  other  parts  of  Latin 
Imerlca/  it  is  doubtful  that  this  is  the  major  reason  for  tne  relative 
dearth  of  garment  exports  from  other  parts  of  Latin  America. 

28.  The  major  exception  is  Brazil  which  contributed  about  87 
percent  of  the  value  of  its  807  exports  to  the  United  States  in  1977 
and  1978. 

29.  See  International  Trade  Commission  (1976)/  p.  41. 

30.  See  Sennett  and  Sharpe/  (1979). 

31.  According  to  the  U.S.I.T.C.  in  Cartaiq,HQtor_gBal<il£a»gtttf 
£fiCiaia.Ctidasis.aQd.&adi£a.ItiBi:ftlflC/  (u.s.i.t.c.  Publication  no# 
December  1960)/  O.S.  producers*  shipments  of  cars  and  light  trucks  in 
1973  were  valued  at  about  $74.1  billion  in  1979/  wages  paid  to 
production  workers  about  $21.9  billion.  This  compares  to  about  $123.4 


million  in  Moxican  engine/  vehicle/  and  other  parts  exports  to  the 
U.S.  under  S06/807  in  197d/  and  about  $81.3  ailiion  in  dutiable  value 
(based  on  unpublished  U»S«I«T«C«  data  tabulated  from  magnetic  tapes). 
This  amounted  to  about  .2  percent/  and  .4  percent/  respectively/  of 
U.S.  industry  shipments  and  sages.  In  1978/  Mexican  806/837  exports  of 
'*motot  vehicle  parts/  motorcycles/  tractors/  of£*ths*highway  type  work 
vehicles"  amount  to  roughly  tsa^thirds  of  total  parts  exports/  so  even 
if  tnese  exports  were  not  entering  under  806/807/  tney  could  not  have 
exceeded  twice  these  small  percentages. 

32.  See  (July  6/  1981)/  p.  05.  The  figures 

refer  to  parts  shipped  from  all  foreign  countries  (including  ilestern 
Europe  and  Japan)/  not  Just  *lexico.  Much  of  these  imports  will  include 
parts  completely  manufactured  (and  not  Just  assembled  from  U.S. -made 
materials)  abroad. 

33.  See  SUdiOASa.jUSlir  (August  31/  1931)/  p.  53. 

34.  See  (July  21/  1981).  The  proposed  content 

requirements  are  75  percent  of  value  for  producers  selling  over  200/000 
cars  per  year/  90  percent  for  companies  selling  over  SOC/333  units 
annually. 

35.  This  is  discussed  .in  the  next  section. 

36.  U.S.l.f.C.  (March/  1977)/  ?p.  A-6  to  A*13. 

37.  U.S.I.T.C.  (May/  1930)/  Pp.  A*16  to  A*18. 

38.  Ibida/  P*  A-41. 

39.  U.S.I.T.C./  (June  1981)/  P.  A-29. 

40.  Itiida#  Hagnavox  (owned  by  the  Dutch  Philips  group)  is 
classified  with  the  U.S.-owned  producers  In  this  comparison). 
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41*  P*  A*51«  Ttio  other  factors  say  also  influence  the 

apparently  greater  labor  intensity  of  a*S.  production.  First/  %here 
are  still  color  television  sets  that  are  aainly  produced  in  thev 
U.S.  froa  U.S.-aade  assemDlies/  and  these  are  being  aggregated  «ith 
U*S«  facilities  that  finish  offshore*produced  sets/  thus  biasing  our 
desired  comparison  between  Japanese  sets  assembled  in  the  (/.S./*aud 
U.S.  sets  assembled  in  the  J.S.  from  of f snore*produced  assemblies. 
Second/  the  Japanese  have  made  innovations  in  color  t.v.  circuit  design 
taat  reduce  required  labor  input. 

42.  U.S.I.T.C.  (May/  1932)/  P.  II.  They  alsb  recoeiendeJ  that 
restrictions  continue  on  Taiwanese  and  Korean  iiports/  which  were 
characterized  as  likely  to  Increase  in  the  absence  of  the  3MAs.  It  was 
suggested  tnat  Taiwan's  quotas  be  reviewed  when  "the  process  of 
investment  in  production  facilities  for  assembly  in  the  United  States 
continues  to  the  point  that/  like  Japan/  it  is  no  longer  a  serious 
prooiem  for  tne  domestic^oased  industry"  (p.  I3>.  This  finding  was 
recently  reversed  by  the  U.S.I.T.C.  in  its  June  1931  report  on  the 
industry. 

43.  A  similar  fear  of  import  restriction  apparently  is  one  of 
the  motivations  for  recent  Japanese  decisions  to  start  largo 
semiconductor  manufacture  anl  assembly  operations  in  the  J.S./  in  lieu 
of  exports.  See  the  semiconductor  case  study  later  in  this  volume. 

44.  ITT  recently  rescued  its  troubled  Suropean  T.V.  salts  from 
intense  competition  by  concentrating  all  European  T.V.  production  in  a 
single/  highly-automated/  large-scale  facility  in  Geraany.  See 

V  BuaiflJM.iilk/  (August  31/  1981)/  Pp.  61-62. 
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45.  jlttt.XaLk.Xliea/  (April  29,  1981). 

46.  S««  Tabl«  II. 6. 

<7.  S«e  Table  II.5. 

•tS.  In  early  1974/  Japanese  cuaulative  direct  investaent  a  in 
al'liliated  conpanies  aaounted  to  (in  aillion  of  dollars): 

Taiwan  -  $110  Kor.ea  -  $316  Mong  Kong  »  **8 

Singapore  •  $  8S 

Source:  Bank  of  Japan/  as  reported  in  Toshihara  (I77d)/  P?.  27*29. 

49.  See  Oeveloping  World  Industry  and  lechnology/  June  (1978)/ 
Pp.  29-31.  The  ITC  aentions  a  jump  In  imports  iron  Taiwan  and  Korea 
after  the  iiposltion  of  the  Japanese  DMA  as  related  to  the  imposition 
of  the  Taiwanese  and  Korean  QHi's  In  1979.  (See  U.3.  ITC  (^ay/  19BC  )/ 
P.  A-o). 

See  yoshihara  (1978)/  Chapter  1. 

51.  Seklguchi  (1977)/  P.  73/  and  footnote  5. 

52.  Yoshihara  (1978)/  P.  23/  and  Chapter  4. 

53.  Japan  electrical  Machinery  Industry  Association  (J£MIA) 
(IJaO)  in  Japanese/  P.  2. 

54.  Ibid. 

55.  U.S.  Oepartnent  of  Connerce/  3urean  of  Sconoaic  Analysis/ 
U.3.  Qi£iGt^}LAilMaat^tiLaadM.^22V  (April/  1981)/  Table  ii.  6.4. 

56.  Japan  Electrical  Machinery  Industry  Association  (1990)/ 


P.  180. 
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67.  See  Lee  (1980),  Pp.  28,  29,  39. 

58.  See  G.  Ranis  (1979),  P.  249. 

59.  See  Yoshlhara  (1978),  Pp.  165*169. 

69.  lUid/  Pp*  1S9,  176.  See  also  U.S.  Oepartients  of  Coaaerce, 
filfitldI.Ja£i£fiI.SU£KfiK-=.&lfiClCaQi£.£S12fi0eDl£/  (1978),  P.  81. 

61.  See  the  senlconductoc  case  stuiy. 

62.  Yoshlhara  (197d),  Pp.  163*165. 

63.  Ibid/  Pp*  26,  31. 

64.  ibid/  P*  28. 

65.  See  the  seailconductor  case  study. 

66.  JEMIA  (1930),  Pp.  257*261. 

67.  Ibid. 

68.  Actually,  we  have  been  unable  to  locate  any  published 
statistics  or  analysis  of  their  use,  though  their  existence  is  often 
aentloneJ. 

c9.  See  UNCTAD  (1975),  Pp.  21*22.  A  more  extensive  discussion 
of  these  Japanese  tarl f f*sparing  arrangements  say  be  found  in  section 
of  the  semiconductor  case  study. 

70.  For  evidence  that  Japanese  fires  have  65P  and  guotas  in  aind 
when  they  choose  offshore  production  locations,  see  the  case  studies  of 
international  subcontracting  presented  by  S.S.  Lee,  (UN  CSCAP  TRADE 
PRUMOTION  CENTRE,  Bangkok)  at  UilCTAD,  &AiiDa£.bQ.bb£lbr&bUib 
CbBalABtOla£]f.Ia££A=Iaduai£Y.l£adR/  Mexico  city,  (July  1979). 

U*S.  fires  also  use  theet  for  instance,  note  tnat  all  Japanese  iaports 
of  integrated  circuits  froa  Southeast  Asia  (soae  of  which  are  produced 
in  offshore  locations  by  U.S.  fires)  entered  under  the  Japanese  GSP 
systen  in  1978.  (See  the  semiconductor  study  and  Office  of  Producer 
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Goods/  Departaent  of  Conmercs  (1979)/  Pp.  962/  96;  31  Asia  (1979)/ 

P.  1C9). 

71.  Noto/  incidentally/  that  Japanese  foreign  investnent  is  auch 
aore  likely  to  be  found  in  a  joint  venture  Cthan  U.S.  investnentl.  See 
Yoshihara  (1973)/  Pp.  39**t6. 

72.  Perhaps  the  situations  is  best  described  by  these  coaaents 
of  the  Japanese  coanercial  attache*  in  Singapore/  when  asked  if  recent 
wage  hikes  would  bring  nore  sophisticated  operations  into  foreign*owned 
plants: 

"there  is  little  prospect  of  more  sophisticated 
ventures  being  established  in  Singapore/" 

Hr*  Nayashima  said*  "Japanese  firms  keep  their 
businesses  in  Japan  until  the}'  lose  their 
coapetitiveness*  Then/  they  aove  out  to  take 
advantage  of  lower  sages  or  to  establish  export 
markets  abroad*" 

from  A2iaD.idll.&i£fial.aoUCQai  (March  23/  19ol)/  ?.  20* 

73*  See  derthoaieu  and  Hanaut  (1980)/  Pp*  49*50* 

74*  See  finger  (1975/  1977). 

75*  See  the  seaiconductor  study  for  a  aore  extended  discussion* 
76*  Proebel/  Heinrichs  and  Kreye  (1980)* 

77.  Iblda/  Part  IX. 

78*  Xtiids.  Compare  the  23/000  Aslan  eaployees  with  the  200/900 
eaployed  by  0*S*  liras  in  1977* 


79.  In  ths  G«raan  apparel  industr//  sone  70  percent  of  all  fires 
maintain  some  form  of  production  abroad*  Itiida./  P*  107. 

83*  See  the  semiconductor  case  stud/  for  a  detailed  discussion* 
81*  See  Office  of  Producer  Economics/  U*S*  Oepartnent  of 
Commerce  (1979)/  Pp.  97-98* 

82*  Ictuall//  motor  vehicles  and  parts  ought  to  be  added  to  the 
list  for  the  U*S*  but  their  import  into  the  U*S*  Is  rather  special/ 
related  to  the  link  between  auto  sales  by  U.S*  companies  and  exports/ 
in  the  Mexican  market/  and  the  historical  decision  by  the  'J*S*  auto 
firms  to  service  their  overseas  markets  from  direct  investment  instead 
of  exports* 

83*  See  the  semiconductor  case  study* 

84*  froebei/  Heinrichs/  and  Kreye  (198))/  p*  329* 
b'3*  See  the  Mexico  case  study  on  the  types  of  (/*$*  firms  found 
along  the  Mexican  border;  Froebei/  tieinrichs/  and  Kreye  (1983)/  Fact  1/ 
on  the  types  of  German  firms  involved  in  apparel  subcontracting* 

86*  I)iid«./  Pp*  140-141* 

37*  Morawetz  (1980)/  Pp*  103-114* 

68*  Ibidm/  P*  111*  Managers  of  apparel  factories  interviewed  by 
us  in  Haiti  and  Mexico  stressed  the  importance  of  managing  production 
flows  within  the  shop  efficiently* 

89*  See  Mexico  and  Haiti  case  studies* 

90*  See  the  semiconductor  case  stud//  for  a  discussion  of 
factors  influencing  automation  in  semiconductors* 

91*  Open  communication  between  managers  and  employees  in 
''duality  circles'*  is  also  stressed  it  should  be  noted*  For  more  on 
automation  in  Japan/  see  Macld.BualQiaa.ltilfJllX#  (April  7/  1969)/ 
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pp.  22-23;  &aiaa.iaii_SiLflfiL.iaucQai  (April  13/  i9Si)/  f.  i. 

92.  A*  Spoeth/  ASiaa.ilaii.SllUIftl.JaUiaai  (March  23/  1981)/  p.  1. 

9i.  And  is  particularly  easy  to  docuaent  in  tie  seiiconductor 

Industry. 

94.  See  the  coaaendiui  of  opinions  on  Pp.  107-116  of  House  Hays 
and  i^eans  Conaittee/  Subcoaaittee  on  Trade/  (1976). 

93.  The  Japanese  tendency  to  keep  production  in  Japan/  until 
forced  to  relocate  abroad  to  stay  conpetitive/  or  to  penetrate  foreign 
markets/  may  be/  in  essence/  a  program  to  transfer  to  Japanese  workers 
a  technological  rent  that  might  otherwise  be  dissipated  with 
competitive  price  cuts  by  Japanese  firms  producing  offshore  at  a  lower 
cost. 

96.  An  argument  used  by  organized  labor.  See  the  reference  in 
footnote  12. 

97.  Finger  (1976/  1977)  attempted  to  measure  these  effects  in 
tne  U.S./  West  Serbian/  and  butch  economies  by  assuming: 

a  constant  elasticity  of  import  demand  with  respect  to  price/ 
identical  for  all  sectors/  and  equal  to  the  overall  elasticity 
for  manufactured  goods  in  the  U.S. 

1.  perfect  substitutability  of  foreign  components  for  U.S. -made 
components. 

2.  a  constant  elasticity  of  foreign  component  and  'assembly* 


mupply  with  respect  to  price/  with  fixed  assumed  values/ 
constant  across  sectors/  and  consistent  with  the  overall 
supply  elasticity  of  manufactured  exports  to  the  U.S. 


ftith  Finger's  conceptual izatlon/  the  reason  6  percent  or  so  of 

» 

'J.S*  iaports  coae  founder  8?6/837  is  that  the  price  of  foreign  ^sseably 
and  coaponents  have  risen  to  the  point  where  it  would  be  uneconosic  to 

use  aore  foreign  coaponents  in  output  for  the  0*S.  laricet.  Thu^#  the 

\ 

division  of  iaports  between  836/807  and  wholly  foreign  iaports  Is 
deterained  by  the  condition  that  the  aarginal  cost  of  using  ^ 

U.S»  coaponents  is  just  equal  to  the  aarginal  cost  of  supplying, 
foraign-aade  coaponents  to  a  foreign  assembler. 

The  evidence  reviewed  in  this  volume  for  the  SCO  industry  (which 
accounted  for  1/3  of  the  U.S.  coaponents  used  in  506/807  imports  in 
1978)  points  to  somewhat  different  assumptions: 

there  are  nuaerous  signs  that  the  supply  of  foreign  'assembly'  is 
infinitely  elastic  at  a  price  determined  by  LOC  ainiaun  wage  standards^ 
while  Finger  assuaed  an  elasticity  of  40.  AlsOf  as  will  be  noted 
below/  these  assuaptions  overlook  the  effects  of  country-risk  on  import 
sourcing  decisions/  which  have  important  consequences  for  producer 
behavior.  Finally/  while  the  conceptual  framework  is  ingenious/  the 
numerical  elasticities  —  constant  for  all  products  —  are  highly 
suspect/  and  the  empirical  results  of  dubious  value. 

98.  See  the  case  studies  of  Mexico/  Haiti/  and  the  semiconductor 
industry  for  more  discussion  of  this  point.  Proebel/  Heinrichs/  and 
Kreye  (1980)/  Pp.  78-79/  114-115/  docuaent  this  for  the  Geraan  apparel 
industry.  For  a  comparison  in  the  electronic  industries  of  the  U.S./ 
Sweden/  and  Germany/  see  Meiss  (1978).  For  the  U.S.  electronics 
industry/  see  Bureau  of  Labor  Statistics  (1963>/  P.  3S>  women  made  up 
aore  than  half  of  production  workers  in  eonsuaer  products  and 
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conponents  in  the  U«S* 

See/  for  exadple/  .^.C.  Estall/  "The  Electronics  Products 
Industry  of  Seu  England/"  £cftaanle_geoacephi^  (July/  1953)/  P.  209* 

103.  See  Glenda//  Jeniclns/  and  Evans  (1930)/  Pp.  16»17;  Neumann 
(1578)/  ?.  111-112. 

101.  In  addition  to  the  sources  In  the  previous  footnote/  see 
Jacobson  (1973)/  and  Sale  (1976). 

192.  Gienday/  Jenkins/  and  Evans  (I98g). 

103.  Fcoebel/  Heinrichs/  and  Kreye  (1939). 

19  4.  Ibii./  P.  349/  citing  the  ILQ/  £sUlla)ia&Qt.Si£2ll£tl.aaiJiasi£ 
iififiUS  (Geneva/  1976)/  P.  18. 

105.  Jorid  Bank  (19B))/  Table  6. 

106.  Ibid./  Table  3. 

107.  ESCAP  (1973)/  P.  58.  Data  for  Taiwan  in  1971  show 
electronics  accounting  for  under  4  percent  of  industrial  production) 
see  Ranis  (1979)/  P.  249. 

103.  In  Barbados/  which  is  not  generally  included  in  the 

statistical  tables  used/  offshore  production  is  thought  to  account  for 

10-12  percent  of  GNP)  see  tae  remarks  of  u.  Horrei  in  UtiCTAU  (1979). 

Ot  a  total  industrial  work  force  of  about  12/009/  soie  3/ODO  are 
employed  in  electronics;  see  "Special  Report  —  industrial 
bevelopment/Site  Selection/"  £lftClC&aic.CaflIaft&CiQ9.IiafiS  (Xay  4-11/ 
1581). 

109.  These  issues  are  generally  the  same  around  the  world/  are 


discussed  in  much  greater  detail  in  the  Mexico  and  Haiti  case  studies. 
See  also  U!aU3  (August/  1931)/  Pp.  10*12. 
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110.  In  the  Asian  eKport  processing  zones/  it  is  estiaated  that 
up  to  65  percent  of  the  labor  force  is  under  30/  uniarried/  or  aarrled 
without  children.  (Ibid*) 

In  Taiwan's  zones/  where  detailed  data  on  wortcers  b/  age  and  sex 
is  availaoie/  84  percent  of  the  labor  force  is  fenale;  42  percent  are 
women  under  20/  76  percent  woaen  under  30  (Taiwan/  £xport  Processing 
Zone  Administration/  ^ssgntial  gt^tlstjcs*  December/  1979). 

It  is  interesting  to  speculate  that  in  Haiti/  wnere  female  workers 
seem  to  be  older  than  elsewnere  (see  the  Uaiti  case  study)/  the  rather 
informal  nature  of  the  marriage  bond  in  the  local  population  might  be 
related  to  the  relative  maturity  of  the  labor  force. 

111.  In  German  apparel  firms/  for  example/  in  the  industrialized 
countries  some  22  percent  of  the  labor  force  was  over  40  years  old/ 
compared  to  5  percent  in  affiliates  in  the  developing  countries.  See 
Froebel/  Heinrichs/  and  Kre/a  (1980)/  P.  114. 

112.  Sae  the  Mexico  case  study.  In  Korea/  a  survey  of  60  male 
and  171  female  employees  in  the  Hasan  export  processing  zone  found  only 
2w  male  and  34  female  employees  with  any  previous  eaploymant 
experience.  Of  the  total  (231  employees)/  198  were  from  the  province 
in  which  Hasan  is  located.  See  Choe  (1975)/  P.  240. 

In  Singapore/  the  startup  of  textile  and  electronics  assembly 
plants  is  credited  as  a  major  factor  in  a  huge  jump  in  labor  force 
participation  in  young  women  since  1963.  See  Siok-Hwa  (1977)/ 

Pp.  369-371/  Chen-Tung/  Pp.  166-169. 

113.  In  fact/  if  an  offshore  country  faces  a  downward  sloping 

^  demand  for  its  labor/  there  will  generally  be  an  optiaal  tax  rate  it 

could  charge.  If  the  host  economy  has  limited  means  to  set  or  enforce 
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such  a  discrlainatory  tax  policy^  a  second-best  policy  would  have  it 
set  the  wage  paid  by  the  foreign  investor  above  the  larket  wage*  This 
point  is  discussed  in  the  seaiconductor  case  study. 

114.  UNIDO,  (August/  1930)/  P.  16 

115.  Choe  (1975)/  P.  247.  In  recent  years#  wage  levels  in  tne 
zones  have  fallen  below  the  Korean  averages  for  apparel  and 
electronics;  in  earlier  years#  they  were  higher. 

The  statistics  for  the  Hasan  zone  (sea  Table  II. 12)#  incidentally# 
show  feoidle  workers'  monthly  earnings  at  less  than  half  of  the  earnings 
of  male  workers. 

116.  Compare  the  figures  in  Taiwan  Export  Processing  Zone 

Administration#  for  various  years#  with  apparel 

and  electrical  machinery  averages  in  the 

Ea2Utlilfi.fiI.ClliQa* 

117*  For  Mexico#  see  U.S*  Department  of  Labor#  Bureau  of 

International  Labor  Affairs#  CflUIllEX-Labftt-ftaiLlla _ 

('Washington#  1979).  For  Haiti#  see  the  case  study  in  this  volume* 

113.  UNIDO  (August#  1930)#  Pp.  22/33. 

119.  Itili.,  P.  16. 

120.  See  Froebel#  Heinrichs#  and  Kreya  (1930)#  Pp.  320#  351-364; 
Nayyar  (1973)#  ?*  77.  Even  in  socialist  China#  aanagers  of  offshore 
plants  have#  to  a  limited  degree#  won  a  right  to  dismiss  workers#  as  is 
not  the  case  elsewhere  in  the  economy*  See  !iaH.](2Lli.ZliB&ar  (September 
3#  1981)#  P.  3. 

121.  See  the  Haiti  and  Mexico  case  studies#  and  UMIDO  (August# 
1980)#  pp.  25-29. 
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122.  Ranis  (1979)/  f',  248. 

123.  See  the  seiiconductor  case  stud//  and  the  (J.S.  Departaent 
of  Commerce/  Office  of  Producer  Economics/  (1979)/  Pp.  29*30. 

124.  See  U»ID0  (1983)/  P.  31. 

125.  Tnis  is  described  In  detail  in  the  semiconductor  case 

study. 

126.  "Singapore:  2033/"  S.CifialiIi£.AaftLicaa  (August/  1981)/ 

Pp.  ob. 

127.  See  Asiaa_yaII_Straet_JQucp3l  (January  5/  1981)/  P.  1;  (May 
25/  1981)/  P.  17;  (June  9/  1930)/  P.  16. 

128.  (October  19/  1979)/  Pp.  81-P3. 
12).  See  A2laQ.jdaXi.^£C2fil.i2aui:adl/  (March  23/  19B1)/  P.  20; 

(January  5/  I98l)/  ?.  1. 

130.  Proebel/  Heinrichs/  and  Kreye  (1930)/  Pp.  368*369/  383*305. 

131.  IhiJ.  The  export  processing  zone  statistics  used  in  this 
section  for  Korea  and  Taiwan/  show  those  declines.  The  declines/ 
however/  were  not  confined  to  export  processing  zones  but  occurred  in 
otner  sectors  of  the  affected  economies  as  well.  For  Mexico/  sea  the 
case  study  in  this  volume. 

132.  See  tne  semiconductor  case  study. 

133.  See  the  first  part  of  this  section. 

134.  Table  2.14  shows  this. 

135.  I[flK.XflCji.ZiBa2/  Oecember  27/  1930)/  P.31. 

136.  As  reported  in  the  BualPflag-'iPglt* 

137.  liAit.!CaLii.ZlBft&/  (December  27/  196h)/  p.  D*l;  (April  21/ 


1980)/  p.  a2;  £A£.SaaiA£o.£caaaai£.&ft](i&u#  (March  i,  i980)/  pp.  44*45 
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138*  Proebel/  rialnrichs^  an4  Kreys  (193J)/  Pp*  71*75/  103*110. 

139.  Ibid*/  Pp«  97*93;  3fiK.ifiCb.Xiafta/  Oecen&tr  21,  1980)/ 

P.  Dl. 

140.  4orId  Bank  lending  studies  of  the  social  return  to 
Investnent  in  export  processing  zones  generally  shoe  a  13  to  15  percent 
return.  (UUIUQ  (1980)/  Pp.  24*25).  Studies  of  the  Korean  .iasan  and 
Taiwanese  Kaohsiung  zones  also  show  large  social  returns.  See  Seoth 
(1979)/  ?p.  338*340;  Choe  (1975). 

141.  See  Developing  *'orld  Industry  and  Technology/  Inc.  (1973)/ 
p.  78;  Abegglen  and  Rapp  (1972)/  Pp.  44*45. 

142.  See  D.S.I.T.C.  (1980)/  p.  11. 

143.  Prior  to  1980/  when  a  new  valuation  code  took  affect. 

144.  See  A.  It.  LebowitZ/  Xi£x.bi2&!lil/  Kanlel  and  Srunfeld 
Seainar  notes/  Mandel  and  Grunfeld/  New  York/  Noveaoer  1979. 
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1.  fcr  1969-1971  only  807.00  art  gl'vaa.  Iha  806.30 

valxtaa,  iiliila  availjAla,  ara  uaually  vary  auU  coaparad 
to  807.00. 

2.  Hhaxa  bosaa  ata  blank,  valnaa  and  pareaatagaa  ara  aithar  saxe 
or  nagllglbla  (laaa  than  $100,000  or  laaa  tiun  0.05  pareant). 

3.  n.a.  ■  not  cvailabla 

Data  not  a-vallabla  for  Eoraa  in  1980,  and  Bracll,  Balti, 

El  Salvador,  Donlnlean  Bapi^llc  and  Colo^la  in  1979  and  1980 


Soureaa 


Vor  1969-1978:  Printonta  of  apaelal  aagnatle  tapaa  fxen  08 
Xntaznatlonal  Trada  OoMlaalon. 

for  1979-1980:  Tariff  It^  807.00  and  806.30  —  08  Inoorta 
for  Oonauaptlon.  Spaclflad  Taara.  08  Intamational  Itada  Coaniaalon 
,Jbaa  1980  and.Jkma  1981  (nultilith). 
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1.  fbr  1969-1971  only  807.00  vmluM  mxm  cIvm.  Th*  806.30 
valoMf  nhila  «vallabl«(  at*  utoally  vazy  aaall  eeapazad 
to  807.00. 

2.  Vhara  tezaa  aza  blank,  valuaa  and  pazeantagaa  ara  aithaz  aazo 
or  nagllglbla  (laaa  than  $100,000  ez  laas  than  0.05  pazeant). 

3.  n.a.  ■  net  avaUabla 

Data  not  avaUabla  fez  Kozaa  la  1980,  and  BzasU,  Baltl, 

BL  Salvadoz,  Poalnlean  Bapublle  and  Celoabia  la  1979  and  1980, 


Senreaa 

Faz  1969-1978:  Pzlnteuta  of  apaelal  aacaatie  tapaa  fzea  08 
Intaznatienal  Tzada  OoBalaaloa. 

fbz  1979-1980:  Taziff  Itaaa  807.00  and  806.30  —  PS  laeozti 
fez  Cena««T»^<«”  f  Snaelflad  Taaza.  08  Intaznatienal  Tzada 
ConBlaaien  Ana  1980  and  Juna  1981  (aultlllth). 
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Source: 


Tabu  ZI  A-5-3 

Geographical  Origin  of  Outward  Proceasiag 
Ba-li^rta*  Metherlanda,  1978 


Parcant 

Country  (I) 

TOTAL  100 

EEC  80 

Other  tfaatam  Europe  5.6 

Eastern  Europe  5.5 

AaU  .94 

Other  Countries  8.5 


Hetherlands,  Central  Statistical  Bureau,  Hssndstatistiak  van  da 
buitenlsndsia  handel.  (January,  1979),  Table  8. 
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■oatc«<  C.  Battboalm  and  A.  Haiiaut,  "Meant  Studlaa  and  Bata  from  Haatarn  Buropa  on  Production  Sharing  and  tha 
Intataatlonal  Mrlaion  of  Ubour",  Papar  aubnltted  to  Tha  Brooklaga  Inatltutlon,  Brrtaton  of  Hardh  MBO. 
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CfiQclyslaos-Aad.c&li££.lB&IlcalifiQs* 

This  study  has  shoun  that  fins  in  Industrially  advanced  and  A 
developing  countries  collaborate  in  the  aanufacture  of  a  variety  of^ 
products*  To  a  large  degree  the  collaboration  takes  place  within  ' 

N 

aultinational  enterprises/  usually  between  a  parent  company  based  in  a 

V, 

developed  country  and  its  foreign  subsidiaries*  This  is  the  prevailing 
aode  of  operation  in  the  high  technology  electronics  field*  In  other 
product  lines/  particularly  textiles/  the  tendency  is  for  a  coepany  in 
the  developed  country  to  contract  with  an  independent  fin  in  the 
developing  country* 

Whether  the  relationship  is  intra<-firiB  or  arms'length 
subcontracting/  as  a  general  rule  the  arrangeaent  entails  the  aeshing 
of  factors  of  production  in  relative  abundance  in  the  respective 
countries*  In  the  industrial  country/  capital  intensive  eethods  are 
used  to  produce  the  coaponents/  which  are  then  assenbled  aanually  in 
the  developing  country* 

The  catalyst  for  the  emergence  of  this  internationalization  of 
industrial  production  was  the  growing  world-wide  competition  in 
aanutactures  in  the  post  World  War  ZI  period*  Western  Europe  recovered 
and  its  economic  activities  rose  far  above  prewar  levels/  Japan  quickly 
became  a  top  industrial  power/  trade  barriers  and  transportation  costs 
fell/  communications  improved/  and  newly  industrializing  countries 


*Tnis  chapter  focuses  on  general  implications  of  the  study*  For 
specific  conclusions  see  the  Jverview  (Chapter  2)  and  the  individual 
case  studies* 
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appeared  on  the  world  scene  with  aanufactured  products* 

The  United  States  faced  the  new  coapetition  first  because  of  its 
,  high  wages  relative  to  the  rest  of  the  world*  As  labor  intensive 

production  becaae  increasingly  uneconomic^  U*S*  fins  started  to  turn 

I 

offshore/  breaking  up  production  into  stages  and  carrying  out  the  labor 
intensive  processes  in  countries  where  wages  were  low*  In  response  to 
essentially  the  same  situation/  industrially  advanced  countries  of 
Europe  imported  low  cost  labor  and  Japan  turned  to  autoiation  when 
wages  rose  to  high  levels. 

Among  the  industrial  countries/  U*S*  offshore  production  has 
become  by  far  the  most  important.  Because  of  comparatively  high 
degrees  of  protection/  offshore  activities  in  Europe  have  remained  at  a 
fairly  low  level*  In  Japan  such  activities  have  been  used  priiarily  as 
a  means  of  penetrating  foreign  markets/  although  it  appears  that  more 
recently  Japanese  companies  have  increasingly  reimported  products 
assembled  for  them  abroad*  On  the  other  side  of  the  co>production 
relationship  the  principal  participants  are  developing  countries  in  the 
Par  East  and  in  and  around  the  Caribbean  basin* 

for  the  United  States  the  items  assembled  abroad  have  become  an 
important  part  of  the  supply  of  certain  aanufactured  products  although 
they  are  still  small  relative  to  total  national  output  and  trade*  Mors 
than  half  of  certain  textile  and  electronics  articles  are  assembled 
abroad*  The  imports  of  assembly  output  have  reached  a  level  of  about 
one  sixth  of  U*S*  imports  of  manufactures*  In  many  developing 
:  countries  assembly  activities  have  achieved  prominence/  although  in  feu 

I  ‘  of  then  have  they  constituted  the  primary  engine  of  growta* 
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Offshore  assembly  activities  cover  the  whole  spectrua  of 
lanufactured  products.  They  tend  to  concentrate  in  electronics  and 
textiles  not  only  because  there  are  important  labor  intensive  stages  in 
their  manufacture^  but  also  because  products  in  these  categories  can  be 
transported  inexpensively  due  to  their  high  value  to  weight  ratios. 
International  competition  is  keenest  in  electronics.  Offshore  assembly 
in  that  sector  outweighs  textile  assembly  almost  ten  to  one.  ibout  two 
thirds  of  the  components  the  United  States  ships  abroad  for  assembly 
are  in  electronics/  less  than  one  tenth  in  textiles.  Even  in  Mexico/ 
which  is  the  largest  assembler  of  U.S.  textiles  in  tne  world/  only  5 
percent  of  its  dutiable  assembly  exports  to  the  United  States  (value 
added  in  Mexico)  derived  from  textiles  in  1980.  1/ 

While  the  available  data  do  not  permit  a  rigorous  cost-benefit 
analysis  of  co-production  activities  either  in  the  United  States  or  in 
the  developing  countries/  the  analysis  of  a  number  of  issues  has  made 
it  possible  to  draw  some  general  conclusions. 

&.SeQ£]:al.6i(alUAliflQ_&I_&5SB0bl](.ACll]CitifiS.iQ_[lA)L&I&BlDa.£aUDlLl&S 
Tne  single  most  important  benefit  of  assembly  production  to 
developing  countries  has  been  its  contribution  to  the  balance  of 
payients.  Ket  export  earnings  have  been  running  between  30  and  50  per 
cent  of  the  total  value  of  assembly  output.  For  many  developing 
countries  this  constitutes  a  major  proportion  of  the  foreign  exchange 
earned  from  the  exports  of  manufactured  products. 

In  some  countries/  foreign  exchange  earnings  from  assembly  exports 
to  the  US  under  807.00/806.30  exceed  earnings  from  exports  entering  the 
US  under  GSP  (Seneralized  System  of  Preferences).  This  is  true  for 
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Mexico/  the  fourth  largest  GSP  beneficiary  in  1960  (aaong  140 
countries)/  and  other  aajor  GSP  beneficiaries  such  as  Singapore/ 
Malaysia/  Haiti  and  El  Salvador*  2f 

The  absorption  of  underenployaent  is  a  principal  objective  in  lost 
developing  countries.  Although  aanual  asseably  activities  are  by 
definition  labor  using/  they  have  generally  not  been  large  enough  to 
eiploy  a  significant  share  of  the  labor  force*  Only  in  very  snail  or 
very  poor  countries  is  the  employment  impact  of  major  importance*  Thus 
in  snail  Singapore/  uhich  has  no  rural  population/  asseably  employment 
nay  exceed  5  per  cent  of  the  labor  force*  2/  In  poverty  stricken  Haiti/ 
assembly  operations  account  for  almost  one  fifth  of  the  total 
enploynent  in  its  principal  city/  Port-au>Prince* 

Of  all  the  developing  countries/  Mexico  has  the  largest  eaployaent 
in  assembly  production  for  the  U*S*  market*  Assembly  employment  has  an 
enormous  impact  in  the  tonns  along  the  northern  border/  but  it  is  less 
tnan  one  per  cent  of  the  national  labor  force.  It  has  done  nothing  for 
the  rural  population  where  the  greatest  underemployment  problem  lies* 

It  also  seems  that  export^or iented  assembly  has  created  much  of 
its  oun  labor  force  by  bringing  in  primarily  young  women  who  were 
foraeriy  not  economically  active*  Although  this  appears  to  be  a 
typical  phenoaenon  in  most  countries/  it  is  not  so  in  Haiti/  where 
poverty  presses  women  into  the  labor  force  at  an  early  age*  Thus/ 
while  an  increase  in  asseably  eaployaent  night  reduce  outmigration  from 
Haiti/  it  will  have  little  effect  on  Mexican  migration  of  workers  to 
the  United  States/  especially  since  most  of  thea  are  males  from  rural 


areas* 
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The  assenbly  payroll  appears  to  constitute  a  larger  share  of  the 
aggregate  wage  bill  of  the  industrial  sector  in  developing  countries 
than  the  corresponding  eaployaent  share*  This  is  so  because  assembly 
wages  are  above  average  wages  in  industry  in  soae  countries  and  in  all 
countries  assembly  tends  to  be  more  labor-intensive  than  other 
industrial  activities.  Wage  rates  in  assenbly  are  often  above  ainiaua 
wages/  which  in  some  developing  countries  are  ceilings  rather  than 
floors.  Capacity  utilization  or  hours  worked  have  also  on  average  been 
higher  in  assenbly  than  in  the  rest  of  the  economy  in  soae  developing 
countries.  The  above  average  pay  seems  to  prevail  in  high  wage  Kexico/ 
where  nost  assembly  workers  get  an  hourly  rate/  as  well  as  in  Haiti/ 
the  other  extreme  on  the  wage  scale/  where  most  workers  are  paid  by 
piece. 

This  nay  be  surprising/  particularly  in  poor  countries  where  un- 
and  underemployment  is  high,  mere  one  would  expect  a  rational  policy 
to  keep  wages  at  the  (presumably)  low  opportunity  cost  of  labor  in 
order  to  maxiiize  employment.  However/  it  was  shown  in  the 
semiconductor  study  that  the  assembly  labor  demand  curve  probably 
slopes  downward  and  that/  therefore/  it  would  often  be  quite  rational 
to  charge  wages  50-100  per  cent  above  the  opportunity  cost  of  labor  in 
the  domestic  economy  to  maximize  the  value  of  the  payroll.  Governments 
in  some  of  the  developing  countries  seen  to  be  (implicitly)  aware  of 
this/  when  minimum  wages  for  these  activities  are  fixed  well  above 
those  costs  ;  (assembly  firms  frequently  pay  even  above  ainimui  rates). 

Tne  positive  effects  on  the  economy  of  incomes  earned  in  assembly 
production  can  be  diluted  by  a  high  propensity  to  import.  This  appears 
to  be  true  in  the  case  of  Hexlco/  given  the  concentration  of  assembly 
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plants  along  the  border  with  the  United  States*  There  is  no  reason/ 
however/  for  the  leakage  of  asseably  incoaes  across  the  frontier  to  be 
greater  than  for  incomes  generated  in  other  activities  at  the  border* 
The  net  flow  in  border  trade  has  historically  been  in  Mexico's  favor* 

In  Haiti  it  was  shown  that  about  one  quarter  of  the  population  of 
the  capital  city  depends  on  assembly  wages*  Those  incomes  also  give 
rise  to  ancllliary  activities  such  as  catering  services  and  work 
clothes  production* 

On  the  negative  side/  a  variety  of  ills  have  been  attributed  to 
the  creation  of  a  predominantly  feaale  workforce  in  asseably 
operations*  Tnese  range  from  the  disruption  of  the  family  to  worker 
exploitation*  It  is  true  that  generally  the  wages  of  women  have  been 
below  those  of  male  workers  in  assembly  plants/  as  in  other  economic 
activities/  but  the  comparison  cannot  be  controlled  for  occupation  and 
other  factors*  (In  the  case  of  piece  work/  as  in  Haiti/  wage 
differences  could  indicate  productivity  differentials)*  The  fact  is 
that  women  predominate  in  certain  asseably  operations  everywhere  in  the 
world*  Developing  countries  are  therefore  not  unique  in  that  respect* 
What  is  new  /  however/  is  that  the  introduction  of  asseably  production 
into  developing  countries  has  accelerated  the  entrance  of  women  into 
the  labor  force*  i/  Therefore  the  disruptions  and  adjustment  problems 
are  more  severe  than  might  have  occurred  with  a  slower  pace  in  the 
absence  of  the  internationalization  of  production* 

The  fact  that  in  many  countries  asseably  production  tends  to  be 
confined  to  free  trade  zones  has  sometimes  produced  an  image  of  a 
foreign  enclave*  This  picture  is  often  reinforced  by  the  strong 
presence  of  subsidiaries  of  Industrial  country  companies  and  by  the 
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general  ueakness  of  the  linkages  of  assenbl/  production  with  the  rest 

of  the  econony.  % 

The  situation  in  Mexico  represents  the  nost  pronounced  exasple  of 

\ 

tnis  iaage*  Assembly  plants  along  the  frontier  with  the  United  States/ 

V 

US  subsidiaries  predominate/  US  managers  and  technicians  commute  from 
their  homes  on  the  US  side  of  the  line  and  evidence  of  US  Influence  can 
be  seen  everywhere  in  the  border  region*  The  assembly  operation  itself 
appears  to  be  hermetically  sealed  off  from  the  rest  of  the  country* 

U*S*  components  cross  the  border  in  bond  to  a  plant  often  only  a  few 
blocks  away  and  go  back  again  in  assembled  form  with  alaost  no  leakage 
into  Mexico.  Mexican  inputs  are  confined  primarily  to  janitorial 
supplies  and  packing  materials*  It  is  not  surprising  that  as  seen  from 
the  distant  capital/  Mexico  City/  the  border  region  appears  more 
integrated  with  the  United  States  than  with  Mexico* 

Apart  from  the  facts  that  frontier  areas  around  the  globe 
frequently  are  a  no<-man's«land  and  that  Mexican  influence  on  the 
U*S*  side  is  for  obvious  historical  reasons  very  strong/  the 
U*S*-Mexican  co«production  relationship  is  unique.  It  is  difficult  to 
think  of  another  case  where  a  border  joins  two  large  countries  of  such 
disparate  income  levels  and  different  proportions  of  high  quality 
factors  of  production*  Therefore/  there  are  many  possibilities  for 
mutually  profitable  economic  complementarities* 

In  Haiti/  however/  assembly  activities  take  place  in  the  capital/ 
in  Colombia  in  towns  across  the  country*  In  some  of  the  Par  Eastern 
countries  it  also  would  be  difficult  to  speak  of  an  enclave*  And/  in 

I 

Mexico/  too/  an  increasing  number  of  assembly  plants  have  been 
established  in  the  interior  of  the  country/  and  if  this  trend  gains 


BOientua/  the  enclave  iaage  nay  lade* 

The  ueakness  of  linkages  of  asseahly  operations  to  the  rest  of  the 
economy  appears  to  be  the  main  reason  why  some  developing  countries  are 
ambivalent  about  promoting  assembly  activities*  Linkages  are  tenuous 
because  of  economic  as  well  as  institutional  causes*  Protection  of 
doisstic  industries  often  made  the  cost  of  national  materials  higher 
than  imported  U*S*  components  in  assembly  production*  Apart  from  price 
considerations/  the  lack  of  international  competition  in  domestic 
markets  has  also  made  it  more  difficult  for  firms  to  meet  production 
and  delivery  schedules  as  well  as  high  standards  of  quality  and 
specifications*  The  same  factors  have  sometimes  restrained  the 
investment  of  national  capital  in  assembly  operations* 

Forward  linkages  are  limited  because  of  the  frequent  legal 
prohibitions  or  restrictions  on  the  sale  of  assembly  products  on  the 
domestic  market*  If  the  connections  of  national  fins  to  the  assembly 
activities  are  limited/  so  too  will  be  the  transfer  of  technology* 
Technical  assistance  provided  by  the  foreign  principals  to  the  assembly 
plants  cannot  be  diffused  easily  to  the  rest  of  the  economy  unless 
national  firms  are  involved  as  suppliers  or  operators  of  the  plants  or 
as  purchasers  of  their  products*  In  Colombia/  some  national  firms 
produce  for  the  domestic  market  as  well  as  for  assembly  exports* 
Therefore  the  transfer  of  technology  will  tend  to  be  more  effective 
there* 

In  some  of  the  Par  Eastern  countries/  the  local  material  content 
of  assembly  operations  tends  to  be  higher  than  for  Latin  American 
countries*  Higher  transportation  costs  will  give  domestic  production 
in  far  away  countries  a  higher  degree  of  protection  than  in  nearby 
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ones*  In  this  respect  Mexico  is  at  a  disadvantage*  With 
transportation  costs  close  to  zero  for  shipoents  to  and  froa  border 
plants/  the  costs  of  Mexican  components  for  assembly  sight  have  to  be 
below  US  prices  in  order  to  compete  with  US  components  that  enjoy  duty 
free  reentry  into  the  United  States*  Because  of  higher  transportation 
costs  to  the  United  States  and  lower  costs  to  local  suppliers/  assembly 
plants  in  the  interior  of  Mexico  record  a  higher  percentage  of  national 
material  use  than  plants  at  the  border*  Haiti's  extremely  low  labor 
costs  have  made  economic  a  greater  use  of  domestic  components  than  in 
Mexico  in  a  few  product  lines.  Also  national  capital  is  involved  in 
assembly  production  to  a  such  greater  degree  in  Haiti  than  in  Mexico* 

Nonetheless/  value  added  in  Mexico  has  constituted  a  higher  share 
of  its  total  assembly  output  than  the  corresponding  proportion  in  Haiti 
and  in  many  other  developing  countries*  Tnls  is  so  not  only  because  of 
a  different  product  mix/  but  also  because  Mexican  wages  are  higher  and 
make  up  a  larger  proportion  of  the  total  value  added  than  elsewhere. 

It  is  often  assumed  that/  since  assembly  operations  require  a  much 
lower  investment  level  than  "noraal**  manufacturing  and  depend  so 
directly  on  U*S*  companies/  they  will  be  particularly  unstable*  This 
is  only  partially  borne  out  by  the  experience  of  the  countries  studied* 
The  US  economic  downturn  of  1974*75  had  some  effect  in  particular 
product  lines  and  on  weak  firms/  but  overall  assembly  exports  were  less 
affected  than  other  exports  to  the  United  States*  A  recession  appears 
to  induce  US  firms  to  cut  down  on  high  cost  operations  at  home  and  to 
turn  increasingly  to  offshore  assembly*  Assembly  activities  have  shown 
a  certain  stability  in  developing  countries*  In  most  of  them  value 
added  in  assembly  has  been  continuously  increasing* 
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U«S.  807.00/B06.30  imports  froa  a  feu  advanced  East  Asian 
countries  have  leveled  off/  not  because  of  a  U*S.  induced  drop  in 
deaand/  but  because  these  countries  have  succeeded  in  substituting 
their  oun  aaterials  for  OS  components  and  thus  have  been  able  to  export 
the  entire  product  (coming  into  the  United  States  as  a  regular  import 
rather  than  under  807«00/B06*30)*  0*S«  807.00  imports  froa  Colombia 

have  been  unstable  since  the  mid  1970s*  Again  this  cannot  be 
attributed  to  fluctuations  in  U.S*  demand/  because  Colombian  firms  have 
been  using  assembly  operations  as  a  complement  to  their  regular 
production  for  the  home  market*  If  the  domestic  market  is  strong/ 
asseaoly  exports  decline  and  vice  versa*  Assembly  is  used  by  Colombian 
firms  to  stabilize  their  total  production  levels* 

In  many  countries  uhere  there  is  arms*length  subcontracting  for 
assembly  uortC/  both  sides  usually  diversify  their  risks  by  contracting 
with  more  than  one  firm  at  the  same  time*  This  will  also  tend  to 
smooth  out  large  fluctuations. 

Tne  overall  stability  and  growth  in  assembly  production  in  many 
developing  countries  implies  that  such  activities  do  not  seem  to  be 
exceptionally  sensitive  to  changes  in  relative  wages  among  countries* 
There  will  be  shifts  of  individual  firms  and  products  froa  one  country 
to  another*  There  is  also  some  evidence  of  an  upgrading  of  the  skill 
level  in  assembly  production  as  wages  rise*  The  sharp  wage  increases 
in  Mexico  during  the  mid*1970's  prbbably  contributed  to  the  shift  of 
semiconductor  assembly  to  Malaysia  and  other  Cast  Asian  countries* 

Mhile  this  was  probably  the  single  most  important  loss  of  a  market 
share  in  a  major  assembly  product  that  can  be  noted  among  countries/ 
Mexico  has  continued  in  the  semiconductor  business*  In  1989  it  shipped 


a  higher  volume  of  assembled  semiconductors  to  the  Onited  States  under 
897.00/806.30  than  it  did  during  its  1974  peak. 

Other  factors  seem  to  play  at  least  as  important  a  role  as  wages 
in  the  geographic  composition  of  offshore  assembly  production*  Risk 
diversification/  the  perception  of  political  and  social  stability/  and 
cultural  and  geographic  proximity  are  important  elements.  Thus/ 
Mexico's  overall  market  shares  appear  more  resilient  than  warranted  by 
changes  in  relative  wages.  Convenience  of  the  b'^tdec/  familiarity  with 
the  country/  ease  of  communications/  low  transportation  costs  and 
perception  of  stability  combine  with  the  motive  for  risk 
diversification  to  make  the  demand  for  offshore  asseably  in  Mexico 
fairly  wage-inelastic  within  a  certain  range.  These  are  the  same 
reasons  that  underly  offshore  production  even  in  Canada  with  its  very 
high  wages.  Therefore/  the  variety  of  products  produced  offshore  is 
much  wider  in  both  (I.S*  neighbors/  Mexico  and  Canada/  than  in  any  other 
country  that  processes  U.S.  components  for  return  to  the  United 
States. 

From  the  developing  country  viewpoint/  there  is  the  question  as  to 
whether  resources  put  into  asseably  operations  might  not  be  better  used 
in  other  sectors  that  would  produce  more  immediate  linkages  and 
therefore  benefit  developaent  even  more.  However/  most  investable 
funds  for  asseably  production  would  not  be  available  for  other  uses/ 
particularly  if  the  funds  come  from  foreign  sources.  A  U.S.  company/ 
for  example/  having  decided  to  shift  assembly  operations  abroad/  nay  be 
prepared  to  establish  a  subsidiary  for  offshore  assembly/  but  would  not 
undertake  an  investment  which  would  be  completely  extraneous  to  its 
assembly  decision. 


And  it  is  unclear  uhethar  Qali2QJl  capital  is  best-invested/  Iron 
the  social  point  of  view#  in  offshore  productlon-t/pe  activities#  in 
infrastructural  investments  (both  physical  and  social)/  or  in 
industries  where  technological  externalities  and  linxages  seem  more 
extensive  or  more  dynamic*  Rigorous  empirical  calculations  are  not 
only  statistically  difficult#  but  require  conceptual  frameworks  which 
do  not  easily  accommodate  the  dynamic  elements  essential  to  policies 
aimed  at  accelerating  the  process  of  economic  development* 

Critical  eyes  might  focus  on  the  lack  of  integration  of  offshore 
activities  into  the  national  economy  and  polity;  some  critics  view 
assembly  production  as  a  sort  of  ’'dead-end"  industrialization*  In  the 
latter  case#  it  makes  no  sense  for  scarce  national  capital  to  be 
invested  in  these  facilities*  If  offshore  activity  is  then  isolated 
from  the  national  economy  by  trade  and  investment  policies  aimed  at 
divesting  national  capital  to  areas  deemed  more  socially  productive# 
the  enclave  nature  of  this  production  is  a  deliberately-created 
outcome*  Thus#  one  can  Judge  these  activities  to  be  Ill-suited  to 
national  capital  and  seek  to  create  a  controlled  foreign  enclave#  or  to 
be  potentially  productive  investments  for  national  entrepreneurs  and  to  break 
down  the  enclave-llke  aspects  of  these  foreign  Investments,  biit  not  both. 

In  very  poor  countries#  such  as  'laltl#  it  is  doubtful  whether  any 
sector  in  the  economy  could  provide  stronger  shortrun  linkages  than 
asssembly  production*  Such  an  economy  is  not  yet  nationally  integrated 
and  most  of  the  population  still  lives  In  the  nearly  self-contained 
traditional  subsistence  sector* 
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Generali//  in  economies  with  large  un-or  undereiployed  resources/ 
assembly  activities  offer  opportunities  for  low  cost  employment  % 

creation  and  foreign  exchange  earnings.  It  was  shown  that  the  ^ 

capital-labor  ratio  in  assembly  is  generally  only  a  fraction  of  th^ 
capital  requirements  in  other  manufacturing  activities.  Assembly  ^uld 
thus  provide  the  lowest  cost  employment  in  the  modern  industrial 
sector*  The  resource  costs  of  its  foreign  exchange  earnings  are  also 
siall  in  view  of  the  probability  that  most  of  the  labor  force  used  in 
assembly  exports/  previously  was  engaged  in  substantially  lower 
productivity  activities. 

Nevertheless/  in  one  iiportant  respect  assembly  production  can 
impinge  negatively  on  the  domestic  economy.  Although  the  bulk  of 
assaably  employment  is  drawn  froi  a  pool  of  unskilled  persons  (in  and 
outside  of  the  labor  force)  in  abundant  supply/  the  activity  does 
require  some  technical  and  managerial  workers*  These  are  in  tight 
supply  in  developing  countries.  Unless  assembly  firms  train  or  import 
such  persons/  competition  for  the  existing  scarce  talent  will  drive  up 
the  cost  of  production  in  most  sectors  of  the  economy. 

To  sum  up:  assembly  production  has  made  an  Important  contribution 
to  the  foreign  exchange  earnings  of  participating  developing  countries. 
For  the  larger  countries/  assembly  employment  creation/  wnile 
significant/  has  had  little  impact  on  the  national  un-  and 
underemployment  problem.  In  countries  where  assembly  plants  are 
geographically  concentrated/  they  will  tend  to  have  a  major  effect  on 
the  economic  development  of  the  region  in  which  they  are  located. 
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In  soae  of  the  least  developed  countries/  asseably  production 
constitutes  a  substantial  force  in  industrialization*  Thus/  while  in 
Mexico  asseabljr  operations  until  now  have  had  only  a  warginal  iapact  on 
the  country's  industrial  developaent/  in  Haiti  they  have  constituted 
the  aost  dynaiic  eleaent* 

aUsl)fi£e.i£SfiiDbly_£XIficis^D.lbe.llQi£ftd_Slalfis 

The  obvious  objective  of  b*S.  firas  in  transferring  asseabiy  work 
offshore  is  to  reduce  costs  of  production*  In  1976/  cost  savings  for 
Mexican  operations  have  been  estiaated  to  aaount  to  between  $8/771)  - 
$14/000  per  eaployee  per  year*  S/  3n  this  basis/  rough  calculations 
yield  a  total  direct  savings  froa  Mexican  offshore  asseibly  production 
of  between  $1*2  billion  for  19b0*  Including  all  countries/  the  cost 
reduction  for  U*S*  firas  would  be  aore  than  twice  as  high/  since 
Mexican  wages  are  higher  than  elsewhere  in  U*S*  offshore  asseabiy 
operations  and  the  country  represents  less  than  half  of  total 
eaployaent  in  these  activities*  Although  this  is  only  a  saall  fraction 
of  U*S*  value  added  in  aanufacturing/  the  cost  savings  for  individual 
products  are  substantial*  For  seaiconductors/  the  gain  to  consuiers 
was  estiaated  at  about  10  percent  of  the  value  of  consumption*  The 
lower  costs  will  be  propagated  through  other  industries  that  use  the 
offshore  assemblies  as  inputs*  Therefore  deaand  for  their  products 
will  probably  increase*  The  increased  international  coapetitiveness 
will  eventually  also  have  positive,  effects  on  the  balance  of  payaents* 
It  is  clear/  however/  that  asseabiy  jobs  have  been  lost  in  the 
United  States*  After  each  recession  the  ratio  of  production  workers  to 
total  eaployaent  in  offshore  industries  seems  to  have  declined*  This 
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confiras  th«  conclusion  derived  froa  developing  country  data/  that 
during  a  business  downturn  producers  appear  to  reduce  their  high  cost 
operations  in  the  United  States  in  favor  of  offshore  production.  This 
is  not  reversed  during  the  subsequent  economic  recovery.  Recessions 
will  therefore  be  more  harmful  to  U.S.  employment  than  to  assembly 
employment  abroad.  As  the  proportion  of  non^production  employment  in 
the  United  States  increases/  the  fluctuations  in  total  employment  nay 
tend  to  decrease. 

Even  if  it  could  be  shown  that  jobs  gained  would  exceed  )obs  lost 
as  a  result  of  offshore  asembly#  there  are  still  serious  displacement 
costs.  About  90  percent  of  U.S.  assembly  workers  in  electronics  and 
textiles  are  women.  Because  they  have  limited  skills  and  tend  to  be 
less  mobile/  they  cannot  easily  shift  to  other  work  when  they  lose 
their  assembly  jobs.  Ironically/  therefore/  while  offshore  assembly 
brings  young  women  into  the  labor  force  in  developing  countries/  it 
pushes  older  women  out  of  the  labor  force  in  the  United  States.  No 
matter  how  high  the  benefits  of  offshore  assembly  for  the  economy/  it 
tends  to  place  burdensome  costs  on  those  who  can  least  afford  them. 

This  is  an  issue  which  is  not  limited  to  offshore  assembly  but 
derives  from  trade  liberalization  in  general.  It  should  be  noted  that 
a  general  lowering  of  trade  barriers  would  almost  certainly  cause 
worker  dislocation  in  excess  of  that  brought  about  by  offshore  assembly 
operations  through  tariff  items  807.00/806.30. 

Assembli-ng  offshore  will  tend  to  have  a  negative  direct  effect  on 
the  US  balance  of  payments.  In  semiconductors/  for  example/  it  could 
be  seen  that  the  trade  surplus  declined  as  a  result  of  the  increased 
imports  of  the  value  added  in  assembly  abroad.  But  it  would  take  a 
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rath«r  coaplax  aodal  to  ostlaato  tha  nat  affect  on  the  balance  of 
payaants*  Tha  cost  reduction  obtained  through  offshore  assaably  will 
sake  saaiconduetor  devices  sore  coapetitive  internationally^  thus 
encouraging  exports  and  decreasing  iaports*  More  indirectly/  other 
products  using  these  devices  as  inputs  will  also  becoae  cheaper/  and  so 
deaand  for  other  U«S.  products  will  be  stiaulated. 

The  overall  objectives  of  developing  countries  in  fostering 
assembly  operations  in  their  territory  for  foreign  firas  are  to 
increase  (a)  eaployaent  creation/  (b)  foreign  exchange  earnings/  (c) 
transfer  of  technology/  (d)  upgrading  of  the  labor  force  and  its  value 
added/  (e)  use  of  doaestic  aaterials/  (f)  involvement  of  national 
capital  and  (g)  other  eleaents  that  help  to  integrate  that  activity 
with  the  rest  of  the  econoay  in  order  to  obtain  the  greatest  benefits 
possible* 

Soae  of  these  objectives/  such  as  eaployaent  creation/  foreign 
exchange  earnings  and  the  wage  bill  will  depend  on  the  aagnitude  of 
asseably  activities*  Existing  policies  of  free  trade  zones/  "in-bond** 
arrangeaentS/  tariff  exemptions  and  duty  drawbacks/  special  tax 
treataent/  waiving  of  national  ownership  and  content  requirements/ 
etc*/  are  designed  toward  this  end*  These  can  be  strengthened  and 
iaproved/  and  more  industrial  parks  with  adequate  facilities  can  be 
built*  In  general/  however/  there  will  be  a  political  lliit  to  such 
policies/  lest  they  create  a  special  privilege  activity  sealed  off  froa 
the  rest  of  the  economy* 
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Th«  proper  policy  standard  should  be  to  subordinate  aeasures 
speciiically  designed  for  asseably  industries  to  the  country's  overall 
developaent  policies*  Most  of  the  policies  that  will  proiote  general 
economic  development  will  also  affect  assembly  production* 

Among  these  broad  industrialization  policies^  three  seen 
particularly  important*  One  is  the  continued  reduction  of  trade 
barriers*  This  applies  especially  to  the  large  Latin  American 
countries*  Further  trade  liberalization  in  these  countries  may 
increase  competition  and  force  firms  to  reduce  costs*  At  present  there 
is  little  incentive  for  protected  oligopolistic  Industries  (which  are 
soaetines  foreign  owned)  to  be  efficiency  conscious*  Quality  standards 
are  often  low/  production  and  delivery  schedules  haphazard* 

Increased  competition  aay  also  facilitate  a  greater  participation 
of  national  enterprises  in  assembly  activities*  Cost  reduction  may 
enable  firms  to  lower  prices  of  products  that  could  serve  as  inputs  for 
the  assembly  plants*  Competition  would  also  raise  their  performance 
standards  so  that  they  might  be  able  to  meet  the  more  stringent 
requirements  of  export  production^  both  as  potential  suppliers  to  and 
as  operators  of  assembly  plants*  Thus  trade  liberalization  policy# 
while  designed  as  part  of  an  overall  economic  development  strategy#  may 
contribute  toward  raising  the  national  content  of  assembly  products  and 
increase  the  participation  of  local  capital  in  export  activities* 

The  other  broad  policy  sought  in  most  developing  countries  is  the 
streamlining  of  administrative  procedures*  Bureaucratic  obstacles  have 
discouraged  many  productive  investments  and  contributed  to  high  cost 
business  operations*  Export  production  is  particularly  sensitive  to 
administrative  delays*  In  a  perverse  fashion#  bureaucratic  rigidities 
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and  stuabllng  blocks  have  fostered  in  soee  countries^  such  as  Haiti/ 
utiat  can  be  regarded  as  a  health/  deveiopaent  —  a  large  participation 
of  local  firas  in  export  asseabl/  operations*  Doaestic  entrepreneurs 
have  a  coaparative  advantage  over  foreigners  in  knowing  how  to  get 
things  done  in  the  bureaucratic  ware/  e*g*  how  to  get  goods  out  of 
custoas  in  one  da/  instead  of  one  aonth*  If  the  objective  is  to 
aaxiaize  the  involveaent  of  local  capital/  it  probabl/  should  be 
realized  through  sounder  aeans  than  adeptness  in  running  an  obstacle 
course* 

A  third  general  economic  development  polic/  is  proaotion  of 
technical  training  and  the  transfer  of  technolog/.  Technical 
assistance  can  be  a  powerful  deveiopaent  tool/  as  was  shown  in  the  case 
of  Colombia/  where  it  seemed  to  easil/  double  productivit/  levels  in 
soie  firas*  The  usuall/  close  asseabl/  relationship  between  the 
U*S*  principal  and  the  subsidiar/  or  subcontractor  in  the  developing 
countr/  would  appear  to  be  especiall/  conducive  to  the  transfer  of 
technology.  As  noted  in  the  country  chapters/  technical  assistance  to 
asseabl/  plants  is  given  by  the  U*  S*  coapanles  involved  alaost  on  a 
routine  basis*  The  aain  problea  is  to  diffuse  the  technical  knowledge 
to  other  parts  of  the  developing  econoa//  in  particular/  to  the 
potential  supplier  firas  of  asseabl/  plants/  and  to  apply  the  knowledge 
to  other  types  of  production* 

Technology  transfer  is  easier  in  countries  such  as  Coloabla/  where 
lany  firas  produce  both  for  the  noae  aarket  and  for  asseabl/  exports* 

In  countries  where  asseabl/  is  aore  isolated/  incentives  can  be 
provided  for  doaestic  enterprises/  which  produce/  or  could  readily 
produce/  aaterlals  that  are  siailar  to  the  iaported  coaponents  used  in 
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asseably/  so  that  they  would  avail  theaselves  of  training  and  technical 
assistance  services  which  the  U.S*  coepany  or  its  asseably  subsidlA^y 
could  provide.  Thus  fiscal  subsidies  night  broaden  the  benefits  v 
derived  from  offshore  asseably  by  encouraging  national  firas  to  seefc/ 
and  foreign  conpanies  to  provide/  training  and  technology. 

V. 

There  are  other  general  Industrialization  or  developaent  policies 
that  would  impact  positively  on  the  linkages  of  asseably  activities 
with  the  rest  of  the  economy.  For  example/  incentives  for  industries 
to  locate  in  depressed  regions  of  the  country  could  be  of  particular 
benefit  to  tne  national  integration  of  assembly  operations.  In  the 
case  of  Mexico/  the  establishment  of  assenbly  plants  in  the  Interior 
aould  aiminish  if  not  eliminate  the  leakage  of  purchasing  power  and 
foreign  exchange  into  the  United  States  which  occurs  at  the  border/  and 
would  raise  the  local  material  content  in  asseably  operations. 

There  is  one  specific  measure  applying  only  to  assembly/  which  is 
to  open  up  forward  linkages  by  permitting  a  portion  of  asseably  output 
to  be  sold  on  the  domestic  market.  This  might  stimulate  industries 
that  could  use  the  cheaper  and  probably  higher  quality  assembled 
articles  as  inputs.  Consumers/  of  course/  may  benefit/  if  through 
nothing  else  than  saving  the  two-way  transportation  costs  of  the 
assembled  product  returning  to  the  US  and  then  being  reimported  into 
the  developing  country.  In  order  for  asseably  items  that  are  sold  on 
the  domestic  market  not  to  compete  unfairly  with  entirely  locally 
produced  articles/  they  should  pay  the  normal  import  duty. 

Short  run  economic  policies  can  also  affect  assenbly  operations, 
dhen  the  developing  country  currency  becomes  overvalued/  dollar  costs 
of  operations  will  increase  while  export  earnings  in  local  currency 
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Mill  dcclin*.  ThasM  •ay  ba  short  run  affaets  until  tha  naxt 
davaluatlon  takas  placa#  but  it  say  causa  sarlous  disruptions  for 
axport  firms#  particularly  U*S»  assaably  subsidlarias. 

LA2liCAliA0S.C&L^A.S 

Tha  US  tariff  it>  .OO/SOS.SO  could  ba  viauad  as  a  coaponant 

In  tha  libaralization  of  trade*  Vat#  tha  paradoxical  aspect  is  that 
tna  higher  tha  general  US  tariff  levels  tha  aora  affective  tha 
provisions  of  807*00/806*30  ulll  be  In  proaotlng  offshore  asseably  with 
U*S.  components*  6/ 

As  tariffs  decline  tha  value  of  807*00/606*33  dlalnishas*  There 
Is  soaa  evidence  already  tnat  In  a  few  cases  firms  do  not  use 
807*00/806*30  for  certain  eligible  assembly  products*  In  those  cases 
the  subjective  costs  of  applying  for  tha  tariff  axeiption  (filing  the 
necessary  forms#  etc*)  probaoly  exceed  tha  tariff  savings*  If  general 
trade  liberalization  continues#  307*00/806*39  will  probably  be  used 
less  and  lass* 

Thera  are  soaa  products  nou  that  enter  the  US  under  those  tariff 
provisions  that  actually  would  be  profitable  to  asseible  and  iaport 
without  807*00/806*30*  In  Chapter  6  it  was  suggested  that  offshore 
assembly  of  semiconductors  is  not  dependent  on  807*03/806*33*  For 
other  products#  particularly  textiles#  offshore  asseably  using 
il.S*  components  probably  could  not  take  place  without  the  benefits 
derived  from  these  tariff  items*  in  their  absence  such  industries 
could  not  compete  with  totally  foreign  imports* 
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In  respect  to  trade  policy  vis-a-vis  developing  countries/  it 
sates  little  sense  to  naintain  restrictions  against  sose  of  their 
products/  assuning  that  support  of  economic  progress  in  these  countries 
is  still  an  objective  of  tl.S.  policy*  It  is  often  argued  that  such 
restrictions  are  not  onerous  for  developing  countries/  because  their 
exports  usually  fall  short  of  the  imposed  quotas*  Haiti/for  exaeple/ 
does  not  come  close  to  meeting  its  textile  quotas  except  in  brassieres* 
Vet  during  the  l970's  uhen  there  were  textile  quotas  imposed  on  Haiti's 
exports  but  not  on  those  from  the  Dominican  Republic/  there  was  a 
dramatic  upsurge  of  offshore  assembly  operations  in  the  latter  country/ 
as  D*S*  firms  invested  and  subcontracted  there*  2/  The  existence  of 
quota  restrictions  discourages  U*S*  firms  from  entering  into 
subcontracting  arrangements  or  from  establishing  assembly  subsidiaries* 
At  a  minimum/  consideration  should  be  given  to  removing  quotas  from  the 
Lower  income  countries  such  as  Haiti* 

At  home  the  most  important  task  for  the  0*S*  government  In  respect 
to  the  effects  of  offshore  assembly  operations  is  to  protect  workers 
who  uiil  be  displaced*  Uhlle  the  net  employment  effect  of  offshore 
assembly  might  be  positive  in  the  long  run/  there  is  no  justification 
for  permitting  the  costs  of  maintaining  U.S*  industrial  competitiveness 
to  fall  on  a  particularly  vulnerable  sector  of  the  U*S*  labor  force. 

Low  skilled  women/  who  make  up  the  bulk  of  ll*S*  assembly  workers/  have 
great  difficulties  in  finding  alternative  employment  after  loss  of 
tneir  jobs/  particularly  if  their  mobility  is  restricted*  A  portion  of 
these  women  may  benefit  from  retraining  especially  if  they  are  young 
and  unattached*  Older  woaen/  many  of  whom  are  tied  to  families/  may 
have  no  choice  but  to  take  less  attractive  employment  or  to  leave  the 
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labor  forco.  Thaso  persons  should  be  compensated/  even  if  it  takes 
special  measures  -to  do  so. 

Finally/  the  development  of  large-scale  offshore  production 
arrangements  by  firms  in  developed  countries  points  to  a  fundaiental 
long-term  shift  in  the  nature  of  competitive  advantage  that  the 
industrialized  economies  will  have  to  adjust  to  in  the  coming  decade. 
The  uorld  economy  has  passed  through  successively  more  coiprehensive 
stages  of  integration/  uith  markets  for  traded  goods/  and  more 
recently/  financial  aarkets/  becoming  meshed  together  across  national 
boundaries  into  a  truly  international  structure,  dhat  this  study  has 
shown  is  that  labor  markets  are  also  in  the  process  of  being  integrated 
into  an  international  system  not  only  through  migration/  but  also 
through  trade. 

The  significance  of  this  internationalization  of  industrial 
product  flows  Mlltlio  a  single  industry/  is  that  for  a  developed  economy 
like  the  United  States  national  labor  markets  will  no  longer  be 
insulated  from  International  competition  by  the  costs  of  transport  and 
communication.  To  some  extent/  high  wages  for  relatively  unskilled 
labor  in  tne  United  States  embody  a  rent  created  by  superior 
technology/  as  well  as  by  barriers  to  migration  and  trade.  The 
phenomena  studied  in  this  book/  carried  to  their  ultimate  conclusion/ 
appear  to  spell  the  end  to  relatively  high  wages  and  standards  of 
living  for  the  unskilled  in  the  destern  industrial  societies  (except/ 
perhaps/  in  services/  and  other  non-tradeables)  uith  the 
internationalization  of  the  labor-intensive  stages  of  production  for 
technology  and  capital-intensive  goods. 


So/  we  are  left  with  a  fundaaental  long-tera  policir  choice  for 
these  industrial  societies*  One  choice  is  to  face  a  reduction  in  the 
economic  privileges  of  the  least  skilled^  and  with  it/  possibly  a 
considerable  period  of  social  and  political  turbulence.  The  other 
alternative  is  to  eliminate  those  sectors  of  the  labor  force  in  direct 
competition  with  developing  country  workers  through  investments  in 
education  and  training/  in  effect  shifting  the  composition  of  the  labor 
force  to  more  skilled  occupations.  In  the  very  long  run/  of  course/ 
the  eventual  outcome  may  well  be  identical:  the  eliiination  of  the 
unsicilled  from  the  Industrial  work  force.  The  choice  iS/  in  effect/ 
between  laissez  faire  and  state  intervention  in  education/  training/ 
and  other  forms  of  investaent  in  human  capital.  Given  the 
imperfections  in  markets  for  human  capital/  as  well  as  the  substantial 
social  costs  of  an  unplanned  transition/  large-scale  investaent  in 
upgrading  the  skills  of  the  U.S.  labor  force  would  seem  to  have  ample 
justification. 

£aQcliidloa-£flaa£iis 

There  is  some  fragmentary  evidence  that  over  tiae  more  complex 
assembly  operations  are  introduced  as  the  labor  force  becomes  more 
skilled  and  relative  wages  rise  in  a  developing  country.  More 
elementary  processes  would  then  be  shifted  to  lower  wage  areas. 

Although  the  accumulated  evidence  is  not  yet  convincing/  an  idealized 
fora  of  a  product  cycle/  combined  with  development  stages/  might  be 
conceptualized  for  offshore  assembly  as  follows,  fi/ 
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International  conpetition  triggers  in  the  United  States  a 
"depacicaging"  of  production  of  soae  sanuf actures  into  labor/  capital 
and  technology  intensive  parts*  U*S.  firms  transfer  abroad  labor 
intensive  assembly  operations  in  which  they  clearly  can  no  longer 
compete/  but  Iceep  capital  and/or  technology  intensive  processes  in 
which  they  still  have  a  comparative  advantage*  During  the  first  stage/ 
tne  developing  country  to  which  assembly  is  transferred/  provides 
nothing  else  except  unskilled  labor  services*  Machinery/  equipment/ 
the  components  to  be  assembled  and  the  technology  are  provided  by  the 
U*S«  firm/  either  through  the  establishment  of  a  subsidiary  or  through 
subcontracting  with  a  local  firm.  During  a  second  stage/  the  skill 
level  of  workers  is  raised  through  on  the  job  training  and  technical 
assistance/  and  fins  in  the  developing  country  are  able  to  supply  an 
increasing  portion  of  the  components  for  assembly*  Wages  of  assembly 
workers  rise  relative  to  other  developing  countries*  U*S*  firms 
transfer  more  sophisticated  assembly  processes  to  the  country  while 
shifting  the  elementary  assembly  operations  to  lower  wage  LDCs* 

In  a  third  stage/  the  original  developing  country  is  able  to 
supply  ail  or  most  of  the  materials  for  assembly/  so  that  in  effect  it 
can  produce  the  entire  product  with  only  technical  Inputs  and  special 
coaponents  coming  from  U*S*  firms*  During  the  second  and  third  stages 
the  assembly  of  new  products  may  continue  to  be  transferred  to  the 
country/  either  because  they  require  higher  skill  work  or  because  there 
are  still  large  pockets  of  unskilled  low  wage  labor  present  in  the 
nation* 
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Singapore  and  Hong  Kong  probably  are  representative  of  countries 
that  are  in  certain  product  lines  in  stage  tuo  and  in  others  alreadV  in 
stage  three*  Recently/  Singapore  seens  to  have  instituted  a  delibe'rate 
wage  policy  to  price  itself  out  of  the  market  for  basic/  unskilled 
assembly  work.  Mexico  appears  to  have  started  a  transition  to  stage 
tuo.  As  discussed  in  the  Mexico  study/  some  assembly  plants  at  the' 
border  have  spun  off  branch  plants  into  the  interior  of  the  country 
rfnere  wages  are  still -considerably  lower  than  at  the  border.  The  most 
eleientary  assembly  processes  have  been  transferred  to  the  interior 
plants/  keeping  the  more  skilled  operations  at  the  border. 

This  product  and  stage-of-development  cycle  can  be  interrupted  by 
a  movement  toward  automation.  Until  now  automation  has  been  cost 
effective  when  production  runs  are  sufficiently  long  and  quality 
standards  are  high*  This  is  how  the  Japanese  have  used  automation  in 
certain  electronics  production*  As  automated  methods  become  more 
sophisticated/  machines  will  be  able  to  make  tae  change  over  from 
handling  one  product  line  to  another  in  much  less  time.  This  will 
reduce  costs  of  operation  and  also  make  automation  worthwhile  in 
shorter  production  runs  for  articles  with  rapid  technological  and/or 
style  changes. 

It  might  still  be  economically  rational  to  transfer  automated 
assembly  abroad.  Already  there  are  many  examples  of 
computer-controlled  equipment  being  used  in  offshore  assembly  plants. 
Mhile  the  operation  itself  is  not  labor  intensive  it  uses  unskilled 
labor  and  the  ancilliary  operations  can  be  quite  labor  using*  Por 
example/  materials  handling/  preparation  work/  cleaning  and  inspection 
require  relatively  low  skilled  workers.  Only  the  maintenance  of  the 
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e^uipaent  requires  skilled  technical  personnel. 

The  transfer  of  autoaated  asseably  abroad/  however/  involves 
substantial  capital  Investment.  Risks  in  foreign  lands  will  have  to  be 
weighed  much  aore  carefully  and  sensitivity  to  political  and  social 
factors  will  be  auch  higher  than  with  aanual  asseably  technology. 
Automated  offshore  asseably  aight  therefore  be  severely  Halted/ 
extending  only  to  developing  countries  where  these  risks  are  perceived 
as  low/  Including  some  in  the  Far  East  and  possibly  Hexico.  Part  of 
the  investment  risk  eight  have  to  be  borne  by  the  offshore  countries 
themselves. 

It  is  likely/  however/  that  when  automation  becoaes  profitable/  a 
aajor  portion  of  assembly  operations  algnt  return  to  the  United  States 
but  probably  only  with  minor  employment  creation  there.  The  net  effect 
of  automating  assembly  aight  well  be  a  decrease  in  U.S.  manufacturing 
employment.  Paradoxically  as  labor  costs  have  risen  in  Japan/  the 
country  in  which  automation  seems  to  have  been  most  extensively 
applied/  Japanese  firms  have  recently  gone  offshore  for  assembly  work 
priaarily  for  the  export  market.  Japan  has  also  started  to  use 
countries  such  as  Mexico  as  an  export  platfora  in  which  it  has  its 
components  assembled  for  penetration  of  the  U.S.  market. 

There  are  thus  two  forces  that  aight  work  against  offshore 
asseably  operations.  Trade  liberalization  in  developing  countries/ 
technical  assistance  and  the  upgrading  of  their  labor  force  aay 
eventually  enable  these  countries  to  produce  inexpensive  high  quality 
components  that  were  iaported  from  the  United  States  for  assembly. 

This  would  constitute  iaport  substituting  industrializatisn  for  the 
export  market  (contrary  to  the  traditional  import  substitution  for  the 
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hone  aarlcet). 

The  other  force  is  the  aoveient  toward  autoaation*  Coaputer 
controlled  equipaent  could  conceivabl/  eliminate  firas'  the  aotive  for 
offshore  assembly.  Nevertheless/  it  would  talce  an  enorious  iaprovement 
in  the  economic  efficiency  of  autoaation  to  offset  tne  economies 
derived  from  the  vast/  inexpensive  and  easily  trainable  labor  pool  of 
the  developing  world.  Whether  tne  United  States  will  continue  to  share 
production  with  developing  countries  ultimately  will  depend  not  so  much 
on  purely  economic  factors/  as  on  the  U.S.  perception  of  political 
staoility  existing  abroad. 
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footnotes 


1«  Mexican  data  show  that  apparel  assembly  cuntributeJ  about  13 

percent  of  total  value  added  and  employed  about  Ic  percent  of  total  :v 

>?■* 

employment  in  the  maquila  industry  in  1980  (SP?  data;  see  also  Table  .X>;' 
III-17)- 

2.  U.S.  Department  of  Commerce  and  i£i2QLl_ta-tll4_£aQilLfiS5_£lQ  . 

•  ;•  * 

pfgferences  (hSPli.  Committee  on  h’ays  and  Means/  L'.3.  douse  6f  * 

Representatives/  April  17/  193C. 


w  •* 

3.  Estimated  on  the  basis  of  value  addeil  per  woricer  for  _  0..c 

.  • 

'  i  ^  . 

U*S.  offshore  assembly  in  Mexico/  applying  these  ratios  to  value  added’'/. 


of  assembly  In  Singapore/  and  allowing  for  offshore  assembly  there  on 

■  "i  ■' 

behalf  of  other  countries* 

. 

4.  There  is  some  evidence  that  female  assembly  woricers  tend  to 

•“T ' 

be  younger  in  the  developing  countries  than  in  the  tniustr ialized 

nations.  ■  f' 

■*>  4  ' 

5.  H.  Richard  Campbell/  "Production  Sharing/  Implications  for 

■  V:  .  5 

Industrial  Parks  in  Latin  America"/  jj2y£Qal_ai_EliiadlaII_lDSliiUtfi/ 

III/  No.  1/  Jan  1979/  p.  36.  Taking  the  approximate  differences  in  \ 
U.S.  and  Mexican  wages  yields  similar  results.  In  i978  the  differences  .';;2 
between  Mexican  minimum  wages  per  hour  at  the  border  as  calculated  by  4''?. 
Van  Naas  and  the  U.S.  hourly  earnings  as  reported  by  the  v' 

U.S.  Department  of  Labor/  was  $5.33  in  all  of  manufacturing/  $5.D4  in  . 

•i'  • 

the  electronic  industry  .and  $3.15  in  the  apparel  industry  (Van  Waas/ 

Table  1/  p.  83).  The  assumption  (in  using  these  differences  for  an  /vt 
idea  of  cost  savings)  is  that  there  is  no  substitution  between  labor 
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and  capltal'in  the  United  States.  These  data  are  presented  only  to 
■  **■ 

V  hint -at  the  order  of  magnitudes  involved  and  not  to  formally  estimate 

"''Y*  * 

cost  "savings.  ‘ 


■  ■  ’ 

w. 


V  6*  The  effective  protection  of  US  products  assembled  abroad  will 


he  higher  than  the  nominal  tariff  if  without  Q07.CO/806.3U  the  entire 


^^product  would  be  imported. 

\  •'•7.  Since  1979  textile  quotas  also  apply  to  the  Douiinican 


•V. 

u  Ti 


Republic. 

V 

Xj  8.'  This  stylized  scenario  applies  to  offshore  production  only  as 
part  of, the  development  process,  rfany  countries  started  to 
industrialize  long  before  offshore  assembly  production  emerged/  or 
fostered  their  industrialization  through  a  much  larger  and  broader  set 
of  policies. 
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1.  liUaQ&UCIIQH 

It  should  not  be  surprising  that  Mexico  has  becoae  the  United 
States*  aost  iaportant  partner  in  offshore  asseabl/  activities.  As  a 
developing  country  it  shares  a  nearly  2/000  mile  border  with  one  of  the 
world's  highest  wage  countries  and  by  far  the  world's  largest  producer. 
The  border  is  fairly  accessible  and  transportation  from  almost  any 
point  in  the  United  States  to  the  border  is  cheap  when  compared  to 
overseas  trade.  Although  tne  languages  differ/  the  "cultural  listance" 
between  tne  two  countries  is  not  as  great  as  between  the  United  States 
and  most  other  nations  of  tne  so**called  "rhird  World".  Many 
U.  S.  entrepreneurs  and  business  executives  have  been  to  Mexico  and  for 
historical  reasons  as  well  as  because  of  migration/  its  culture  is 
diffused  throughout  many  parts  of  the  United  States. 


"This  chapter  benefited  froa  a  report  entitled  "Cvoluclon  y 
Perspectives  de  la  Industria  Maquiladora  de  Sxportacion  en  Mexico" 
(Version  preliminar)/  by  Federico  Ball!  Gonzalez  with  the  collaboration 
of  Javier  Villasenor  B.  /  and  Jose  Keneses  of  Colegis  de  Mexico/  Centro 
de  Estudios  Economico  y  Desograf icos.  That  report  was  subaitted  to  tha 
second  "Seminar  on  North-South  Complementary  Intra-Industry  Trade"/ 
sponsored  by  the  United  Nations  Conference  on  Trade  and  Development  and 
tne  drooxings  Institution/  and  held  under  the  auspices  of  El  Colegio  de 
Mexico  in  Mexico  City/  lS-22  August  1930.  Specific  points  drawn  froa 
the  report  are  cited  in  footnotes  below.  The  views  expressed  here  are 
those  of  Che  author  and  should  not  be  ascribed  to  Federico  3alli/  his 
collaborators/  or  other  staff  members  or  officsrs  of  zi  Colegio  de 
Mexico. 


In  the  l■id**1960s  Mheti  806«30/807.00  trade  data  first  becaae 
available/  Hong  Kong  was  more  than  five  tines  as  iiportant  and  Taiwan 
nearly  as  ioportant/  as  Mexico  in  processing  and  asseabling 
U»  S*  coaponents  for  re-export  to  the  United  States.  3y  the  end  of 
that  decade/  the  d.  S.  shipped  alaost  $100  aillion  of  coaponents  to 
Mexico  tor  asseably/  nearly  twice  as  such  as  to  Hong  Kong  and  note  than 
four  tiaes  as  aucii  as  to  Taiwan.  (US  ITC  tables/  various  years). 
Because  of  the  geographic  and  cultural  proximity/  the  relative  shift  to 
Mexico  from  Hong  Kong  and  Taiwan  took  place  despite  Mexico's  higher 
wages.  An  important  question  is  how  wide  wage  differentials  must 
become  before  the  relative  advantage  of  Mexico  is  offset.  This  will  be 
discussed  later. 

The  attraction  of  Mexico  was  reinforced  by  the  Border 
Industrialization  Program  announced  in  1955.  Part  of  that  program's 
objective  was  to  absorb  the  border  unemployment  left  oy  the  termination 
of  the  "Bracero**  program  between  the  U.  S.  and  Mexico  in  1964  lia/  It 
allowed  tae  duty  free  imports  of  foreign  machinery/  equipment  and 
components  for  processing  or  assembly  within  a  20  <i  strip  along  the 
border/  provided  that  all  of  tne  imported  products  will  be 
re-exported.  ii6/  Thus  none  of  the  output  of  the  assembly  operations/ 
calieu  "aaquila"  by  Mexicans/  could  be  sold  within  tie  country  (the 
assembly  plants  are  called  "maiuiladoras**). 

Subsequent  Mexican  legislation/  decrees  and  administrative 
regulations  expanded  the  scope  of  the  maquila/  first  by  exempting  the 
maquiladoras  from  the  "Mexicanization**  requirement  of  Mexican  majority 
ownersnip/  1^2/  and  second  by  permitting  the  establishment  of 
maquiladoras  anywhere  in  the  country  subject  to  approval  by  the 
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duthorities  (Mexico  City  ani  two  other  cities  aere  intended  to  be 
oif'linits  because  of  pollution  probleas/  but  several  plants  were 
established  there  by  special  peraission;  other  locations  have  received 
special  incentives)*  Foreign  technicians  and  aanagarial  personnel  ace 
given  Mexican  residence  if  considered  necessary  for  the  efficient 
functioning  of  the  aaquiladora.  Custoas  procedures  and  other 
government  formalities  have  been  eased*  is  a  further  attraction  for 
aaquila  operations  (and  following  the  Far  Eastern  exaiple)  industrial 
paries  have  been  proaoted/  first  along  the  border  and  then  in  the 
interior*  li^/ 

The  original  conception  by  the  promoters  of  an  idealized 
co-production  system  with  Mexico  is  the  "twin  plant"  idea.  U*  S*  firas 
would  establish  two  plants  under  a  single  management#  one  on  each  side 
of  the  ooeder*  The  U*  S*  plant  would  do  the  capital  Intensive#  high 
technology  operations  and  the  factory  on  the  Mexican  side#  the  labor 
intensive  processes*  lix/  The  U*  S*  plant  would  supply  the  Mexican 
counterpart  with  the  component  parts  and  the  Mexican  plant  would  return 
tne  assembled  products  to  the  U«  S*  side  for  further  processing  and/or 
shipment  to  the  various  markets*  The  two  plants  would  be  close  enough 
so  that  transportation  costs  would  oe  near  zero  and  a  single  management 
would  be  optimal*  Inventory  costs#  repair  and  aaintanance  and  other 
problems  in  the  Mexican  plant  could  be  held  to  a  minlium  uecause 
supplies  and  technical  support  would  oe  just  a  short  distance  away  on 
the  U*  S*  side* 

The  logic  of  the  concept  has  won  sufficient  acceptance  so  that  the 
term  "twin  plant"  has  often  been  used  incorrectly  to  describe  all 
U*  S*  offshore  assembly  operations  with  Mexico*  In  effect#  the  great 
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majority  of  U*  S.  owned  maquiladoras  ar«  supplied  from  plants  quite 
distant  from  the  border^  primarily  the  Midwest  but  also  the  Bast  and 
the  far  Vest.  Apparently  many  0.  S«  corporations  have  felt  the  savings 
in  transportation  costs  and  the  advantage  of  a  single  management  do  not 
warrant  the  investment  in  an  additional  plant  on  the  U.  S.  side  of  the 
oorder  when  plants  that  could  supply  the  components  already  existed 
elsewhere.  Although  quite  a  few  twin  plants  have  been  established 
along  the  border^  particularly  in  the  El  Paso^Juarez  region^  there  are 
not  enough  of  these  to  make  that  concept  representative  of  the  existing 
co-production  activities  between  the  United  States  and  Mexico. 

Inis  chapter  is  divided  into  seven  main  sections.  The  first 
three#  including  this  introduction#  are  primarily  descriptive.  Section 
4#  the  main  issues  of  offsnore  assembiy  operation  In  Mexico#  is 
primarily  analytical.  Sections  5  and  6  are  a  combination  of  research 
findings  and  policy  implications.  The  final  section  reflects  on  the 
future  as  its  title  indicates. 

Since  1965#  when  the  Border  Industrialization  Program  got  under 
way#  a  significant  number  of  assembly  plants  have  been  established 
almost  every  year.  At  the  end  of  1980#  520  maiuiladoras  were  in 
opera^on  employing  about  124#00C-  persons.  ^2/  (See  also  Table  III-l). 

Ihe  importance  of  the  employment  generation  is  difficult  to  judge 
because  "there  are  no  reliaole  unemployment  and  underemployment 
statistics  in  Mexico."  151/  If  Is  clear#  nowever#  that  within  the 
context  of  Mexico's  overall  employment  problem#  the  maqulla  labor  force 
is  very  small  indeed.  Estimates  range  from  an  underemployment  rate  of 
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^7.4  percent  to  52  percent  of  the  labor  force  in  1973.  1^2/  The 
uneaployaent  rate  at  the  border  seens  to  be  higher  t.ian  in  the  rest  of 
the  country  and/  according  to  fragmentary  information/  appears  to  be 
rising.  Lai/  The  nature  of  the  maguila  work  force  and  aore  about  its 
relation  to  the  border  e^nploynent  problem  uill  oe  discussed  later,  iii/ 
The  maquila  operations  make  a  suostantial  contribution  to  Mexico's 
foreign  exchange  earnings.  Tne  precise  magnitude  is  difficult  to 
determine/  primarily  because  of  the  leakage  of  Mexican  maquila  wages 
across  tne  border  to  tne  united  States.  Various  estimates  have  been 
made.  the  monthly  review  of  Mexico's  National  3anA 

of  Foreign  Trade/  cites  other  sources  for  the  estimate  of  5C-75  percent 
of  wages  earned  on  the  Mexican  side  of  the  border  being  spent  in  the 
U.  S.  side  during  the  197Ds.  LS5/  Survey  data  elaborated  by  the  £1 
Paso/  Texas  neal  Estate  Research  Corporation  snow  that  in  iugust  1966/ 
20  percent  of  retail  sales  of  durable  goods  in  the  £l  Paso  metropolitan 
area  were  made  to  patrons  living  across  the  river  in  Juarez/  Mexico  and 
surroundings.  The  corresponding  proportion  for  downtown  £1  Paso  retail 
sales  was  30  percent.  3n  the  other  hand/  data  from  the  Banco  de 

Mexico/  Mexico's  central  bank/  show  a  consistent  surplus  of  Mexico's 
border  transaction  with  the  United  States.  In  1973  the  surplus  was 
$732  million  in  Mexico's  favor/  representing  45  percent  of  Mexican 
border  Income  (not  including  earnings  from  maquila  exports)  1^1/ 
Therefore/  in  the  absence  of  specific  survey  studies/  it  is 
difficult  to  estimate  the  qsL  leakage  of  the  Mexican  offshore  assembly 
payroll.  There  is  no  douot  tnat  a  good  part  of  Mexican  maquila  wages 
are  spent  in  the  United  States/  perhaps  between  40  aid  60  percent/  to 
take  the  latest  assertion.  LS&/  However/  there  is  no  estiaate  of  the 
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expenditure  oC  U.  S«  residents  in  Mexico  due  to  the  existence  of 
offshore  asseibly  operations.  The  facts  are^  according  to  Banco  de 
Mexico  data^  that  both  the  border  transactions  and  tourisa  have  been 
consistent  and  substantial  net  foreign  exchange  earners  for  Mexico^ 
exceeding  $1  billion  since  the  fflid-197!>s*  159/  ilhetner/  and  by  hou 
much/  the  surpluses  on  these  accounts  eould  have  been  larger  in  the 
absence  of  offshore  assembly  operations/  is  still  an  open  question. 

The  value  added  generated  by  the  maquiladoras  in  Mexico  has  been 
increasing  sharply  since  tae  beginning  of  tne  oorder  industrialization 
program.  (See  the  note  to  Taole  III-2  for  the  definition  of  value 
added  in  assembly  operation),  ft  the  end  of  195/  it  eas  running  at  an 
annual  rate  of  over  5830  million  according  to  figures  from  the  Mexican 
Secretariat  of  Programming  and  Budget.  1^2/  (See  also  Table  111-2). 

As  a  net  foreign  exchange  earner/  maquiia  exports  are  equally 
important/  since  all  of  the  value  added  is  exported  (See  Table 
III-3).  lii/ 

Thus  since  1973  the  exports  of  naquila  services  have  earned  for 
‘'exico  oetween  33  and  45  percent  as  much  as  total  Mexican  manufactured 
exports.  122/  They  are  considerably  larger  than  Mexico's  net  earnings 
from  tourism  (expenditures  of  foreign  tourists  in  Mexico  minus 
expenditures  of  Mexican  tourists  abroad/  not  including  Mexico's  highly 
favorable  balance  of  border  transactions).  Even  if  there  are  major  net 
leakages  —  Mexican  workers'  wages  spent  on  the  U.  S.  side  of  the 
border  and  not  compensated  by  maquiia  induced  expenditures  of 
U.  S.  residents  in  Mexico  —  say  as  high  as  53  percent/  net  foreign 
exchange  earnings  from  assembly  operations  would  still  make  an 
important  contribution  to  Mexico's  balance  of  payments/  equaling  about 
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T«blt  tXI-2.  Ma^leo:  Total  Toliio  A44o4  ■fi4  Total  TayroU  la  aaoi^l?  fiaatt,  by  t^catlaa  la  Hllliaaa  of  Oarrtat  O.S.  Oollara 
■a4  la4aa  Miabaro  of  Coaataat  Hislcaa  Toaoa  (1975  •  100)* 
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177.1 

219.1 

290,0 

11*.* 

27*.  1 

11*.} 

119.7 

M1.2 

Intatlor  Tlaata 

11.1 

2«.l 

5Iol 

17.7 

11.* 

12.0 

11.2 

109.* 

TOTAL  TATIOLL 

All  Planta 

lU.l 

19*. 7 

194  o4 

215.* 

200.1 

2*2.1 

171.* 

*}*.* 

Border  Plant a 

107.7 

111.* 

ISO.l 

19*.* 

lll.l 

2*1.1 

111.* 

*11.7 

lotarlor  Tlaata 

7.t 

11.1 

14.2 

U.7 

l*.l 

20.7 

11.1 

*2.7 

ladaa  Huabata  of  Coaataat  Mnleaa  Taaoo 


*ALUC  AODtO 

All  Tlaata 

17.2 

111.2 

100.0 

1U.7 

ut.* 

1*2  .'o 

17*.  7 

m.i 

tordar  Tlaata 

17.0 

U*.9 

100.0 

111.* 

111.2 

Ul.« 

lll.l 

160.1 

Intarior  Tlaata 

19.2 

97.9 

100.0 

m.o 

110.1 

171.1 

277.* 

2*7.1 

•OTAl  9ATMU 

All  91*01* 

■*.* 

Ul.l 

100.0 

UI.O 

12*. 7 

1*0.1 

lU.O 

16*. 1 

ler*«r  ri«nt* 

11.0 

lli.O 

100.0 

111.1 

Ul.* 

U9.t 

161.7 

161.1 

Xnt«TloT  float* 

77.1 

107.1 

100,0 

U7.* 

119.9 

111.1 

196.1 

210.7 

1.  Xatarlor  plaeto  ealeolataO  by  oobtractloa. 


Daflaco4  by  Nasieaa  ConoMar  Trlca  XaOas  <CW  woo  ehoaoa  for  tba  follovlat  raaaoaa: 

(1)  Wholaaalo  TtIco  laOoa  eooora  Htalco  City  oaly. 

(2)  7al«io  A44o4  la  NRlco  eoaaiats  prlaatUy  of  wagat,  aaroieaa  aad  proflta, 
Maalcaa  oatarlala  coaatltutlag  oaly  a  aaali  proportiea). 


Tubllabad  and  OapublUbad  m  and  SEPAnO  Tablao. 

ror  tat**  of  bcluntt  *a4  CeaMMt  »tU*  I>da:  tor.  Zattnucim*!  riiMnetal  St*tl*tlc*. 
19»0  T**rtaok  ind  July  mi  u*h*.  *«•  Tabl*  III  *-1,  UXm. - 


Tta  *e*nanl«  e«ie*7t  at  “*«lu«  *4M’'  lacluta*  oaly  »iyit»  te  tiw  faetm  of  aroteetloo.  *ueb 


U*lu*  *4M  lo  N*«1ub  aa^ly  ey«r*tioB*  to  th*  tafort^  coi^ootr. 
.narorial#  oaod  aad  uciliclaa* 


ranroBonta  tfMi 
id  tharfora  IfielodoB  local 


/ 
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Table  XXI-3.  Mexico:  Coi^arleon  of  Mexican  and  U.S.  Data  of  Value  Added 

In  Mexican  Aaaeably  Plante,  Exporte  of  Mexican 
Asaembly  Servlcea  and  D.S.  Dutiable  Xnporta  of 
Aaaanbly  Producte  fron  Mexico. 

(Mllllona  of  D.S.  Dollars) 


Year 

Value  Added 
in  Assembly  Plants 

Met  Exports 

of  Mexican  Assembly  Plants 

Dutiable  Value 
of  U.S.  807.00  &  806. 
Imports  from  Mexico 

(A) 

(B) 

(C) 

1973 

197 

278 

286 

1974 

316 

444 

464 

1975 

321 

454 

467 

1976 

352 

536 

536 

1977 

315 

525 

524 

1978 

439 

452 

714 

1979 

638 

638 

1016 

1980 

771 

773 

1155 

Sources :  Column  A: 

B: 

C: 

The  1978  figure  was  originally  $714.3  million  (1978  Informe  Anual.  Banco  de 
Mexico) ,  but  was  revised  downward  by  37  percent  In  the  1979  and  1980  Annual 
Reports. 


SPP  tables;  converted  to  D.S.  dollars  at  prevailing 
rates  of  exchange  (Table  XXX  A-1). 

Banco  de  Mexico,  Annual  Reports  1973-1980. 

U.S.  International  Trade  Commission,  Tariff  Items  807.00 
and  806.30.  U.S.  Imports  for  Consumption,  various  years. 


a. 


^mrnrnmmmm 
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naif  of  Mexico's  earnings  froa  exports  of  nanufactures  to  the  United 
States. 
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3.  £iiAEA£l££ISIl£SJ]£.ZiiI.Ua£:iaUi.IililUmi 

i 

££fidU&lS4-LaCA£iSQ.aQil.Si2S 

The  variety  of  'fexico's  assembly  activities  is  aide  and  has  been 

increasing.  It  ranges  iron  toys  and  dolls  to  sophisticated  electronic 

equipment  to  the  sorting  of  U.  S.  retail  store  coupons.  The  ten  most 

% 

important  product  groups  averaged  over  83  percent  of  total  value  of 
assembly  output  imported  by  tne  United  States  from  '(exico  during 
1969>7u  out  only  about  70  percent  during  1979  (Table  III*4}.  Tf 
T.  V.  parts  are  excluded/  the  percentage  drops  from  62  to  43  percent. 

While  the  variety  has  risen/  the  composition  of  the  product  mix 
has  changed.  Textile  products  (including  apparel)/  toys  and  dolls  and 
similar  simple  light  Industry  constituted  almost  one  quarter  of  all 
maquila  output  in  1969/  but  in  1963  they  accounted  tor  only  one-tentn. 
Television  receivers  and  parts  now  make  up  well  over  one  quarter  of  the 
total/  thus  being  by  far  the  aost  important  single  product  group  in 
Mexico's  assembly  operations.  Semiconductors  and  parts  which/  with 
over  16  percent  of  the  total/  were  almost  as  Important  as  the 
T.  V.  group  in  1969/  accounted  for  only  5  percent  In  1960.  Motor 
vehicle  parts  were  not  a  significant  assembly  product  in  1969/  out  in 
recent  years  they  have  occupied  between  the  third  and  sixth  place  in 
order  of  importance  in  Mexico's  maquila  operations. 

The  620  maquiladoras  operating  in  1930  assembled  at  least  $2.3 
billion  worth  of  total  output.  Tnat  Is  the  amount  that  was  imported  by 
the  U.  S.  under  tariff  items  807.00  and  806.30  that  year  (Table 
1II-5). 
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Tabl*  III***-  Msiee:  Th*  lto*t  lapertwt  •01.00/606.10  U-*-  li**rta  tnm  Maxlea  (XTC  CaCafert**),  lt6*-ltll 


19(U 

1*70 

U71 

1»71 

lt76 

1»75 

NDlt 

t  of 

X  of 

X  of 

X  of 

X  of 

X  of 

X  of 

Iwerccftt 

Tdtol 

Total 

Total 

Total 

Total 

Tatal 

JTC 

•06/607  Kaak 

•06/a07  teak 

•06/K)7  lank 

•04/107  teak 

•06/MI7  laak 

•06/X07  «aak 

•04/t07  laafc 

FraOueta 

Voluo 

Talaa 

Toloo 

•ala* 

Valua 

Taloo 

Valoo 

T.T. 

lacaiaara 

6  Fart* 

17.1 

1 

11.7 

1 

26.2 

1 

22.1 

I 

22.3 

1 

u.l 

1 

20.7 

1 

SoalcooOttetOTO  16*3 

4  farto 

2 

15.1 

2 

U.l 

2 

U.S 

2 

U.O 

3 

13.6 

2 

10.6 

3 

Toro.  Dolla 

4  Mali 

U.O 

1 

U.l 

3 

1.5 

4 

5.6 

5 

2J 

9 

2.1 

• 

ToxtlU 

^roducta 

11.5 

6 

f.l 

4 

U.l 

3 

U.t 

1 

U.2 

2 

11.6 

3 

U.l 

2 

Offleo 

MaehlBoo 

1.0 

5 

1.6 

S 

6.1 

5 

6.0 

6 

7.5 

4 

1.1 

4 

7.1 

4 

tlaetroale 

HoBorioo 

1.1 

6 

Sclanelfle 

Inotrooaati 

3.1 

7 

71*toa*Trpa 
&iglaoa  4 
Farto,  ate. 

2.1 

• 

2.1 

7 

2.2 

10 

2.5 

10 

2.6 

10 

2.7 

• 

Hand  Toolo, 
Cttteocr,  ate. 

2.6 

1 

2.6 

9 

Xaolfttera  4 
Pareo 

2,2 

10 

Xloca  Metero* 

Gaaarateri, 

ate. 

2.7 

« 

3.1 

6 

3.5 

6 

2.1 

1 

2.6 

9 

2.1 

7 

luabar  4  fapar 
Prodttcta 

Xaeordlas  Sladla 

3.2 

4 

2.5 

9 

XooipBaat** 
Elac.  Clreulta, 
ate. 

2.5 

• 

3.6 

7 

6.2 

s 

6.1 

9 

6.1 

4 

Me  or  Voblela 
Parto,  ate. 

3.0 

7 

1.2 

• 

2.1 

6 

2.1 

7 

5.0 

3 

Capaeicora 

1.1 

10 

2.5 

1 

2.1 

7 

3.6 

4 

2.6 

10 

tlaetrlcal 

Coodoetora 

2.5 

10 

2.7 

4 

T  of  10  Mae 
Xaporeaat 
Prodveta 
(aseludlnt 
T.X,) 

•6.0 

51.7 

56.3 

51.1 

61.1 

51.5 

50.6 

TOTXL  (06/  U5.1 

213.3 

260.5 

626.6 

651.2 

1032.6 

1011.1 

•07  Vala* 
(Ktlltao* 
Ballara) 
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Takla  in-Ok. 

Tka  Meat  lapartaat  0O7.0O/000.M  O.t. 

laparta  fraa  Heatea  (ITC  Cataperlaa), 

1770-1700 

an 

Maat  I  at 

lapartaat  Total 

ITC  000/007  taak 

pro Pacta  Oklaa 

i!21 

t  af 

Tetal 

000/007  taak 

Tklaa 

2SZi 

I  af 
fatal 

000/007  tak 
Oalaa 

1777  if 

t  af 

Total 

007  teak 

Oalaa 

1700  4/ 

t  af 

Tatal 

007  taakk/ 

Oalaa 

T.O. 

Oaeatvora 

0  Oarta 

U.7  1 

17.1  1 

25.0 

1 

27.0  1 

27.2 

1 

•««1* 

<«i4uet«r*  4 
Hrct 

0.1  1 

0.2  4 

5.0 

5 

4.1*'  7 

4.0  *' 

7 

tolls 

4  Msls 

1.2 

14 

Tsxctls 

Freduets 

11.0  2 

U.4  2 

10.2 

2 

0.5  2 

0.0 

2 

Offlea 

Mcchtaaa, 

ate. 

4.2  4 

2.0  7 

2.0 

10 

2.f 

11 

Sclsattflc 

lastruasBts 

2.0  10 

1.4 

9 

Cite.  Motors, 

GonorotorSp 

ote. 

3.7  0 

1.7  0 

1.0 

4 

4.4  4 

5.0 

5 

Lusbsr  4  Fspor 
Froduecs 

2.0  10 

2.4 

U 

tscordlag 

NSdU 

.3 

10 

CoulpoOBt— 
else.  Circuits 
ote. 

0.0  0 

0.2  5 

5.7 

4 

5.0  1 

0.0 

4 

Meter  Vahlela 
Oartc,  ate. 

5.0  3 

0.1  3 

0.2 

3 

4.7  4/  * 

4.1  4' 

4 

Cepaeltere 

3.8  7 

4.Q  0 

1.7 

7 

1.1  0 

1.6 

10 

Cloetrlesl 

Cooduetorsp 

see. 

2.7  7 

1.0  7 

3.4 

0 

4.0  5 

0.1 

3 

Isdlo  Appsr. 

4  Forts 

1.2 

15 

Otkar  Klee. 
Elac.  Prop. 

0  Oartc 

2.4 

» 

1.2  7 

1.5 

• 

Corsuie 

Froducts 

1.1  10 

Lauaoa, 

OaaPkape, 

ate. 

1.3 

11 

t  of  10  Moot 
lapartaat 
PrePaete 
eaeluPlai  T.O. 

*0.1 

47.0 

44.1 

41.7 

44.3 

TOTOL  000/ 

007  Talaa 

(Htlliaaa  of 
Dallara) 

1115.5 

U15.5 

1517.0 

2001.7 

2270.1 

«.  tncladw  mXy  107.00  OifMC*. 

k.  OaiklBi  tka  10  BMt  laparUBt  rnOact  ireupa. 

c.  UwlaOtas  OOO.M  lapaita,  tkaaa  pa*— Oagaa  aaalO  aaaaat  ta  5.0  la  kach  1077  aiO  1000. 

4.  taalaotaa  OOO.M  laparta,  tkaaa  paraaataoaa  aaalO  ka  5.1  la  1070  aaO  0.0  la  1000. 

Oaartaai  Oat  1000-1070,  Opaalal  aaipatU  tapaa  praparaO  kp  tka  0.0.  tBtataatlaaal  TraOa  Oawiaaiaa  (ITC). 

1070-1000,  'tariff  ItaH  007,00  aaO  000.30  O.t.  lapaita  far  Caaaaaptlaa,  IpactflaO  Taara 
1000  00",  B.l.  lataiaatlaaal  TiaOa  Cavlaalaa,  Jata  1001. 
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Tabl*  lXZ-5.  U.S.  Import*  Under  Tariff  Item*  807.00  and  806.30  from 
Mazleo,  Total,  Duty-Free  and  Dutiable  Value  In  Million 
U.S.  Dollar*  and  Percent  Dutiable  Value  of  Total  Value 
1969-1980 


Dutiable 

Total  807.00  Duty-Free  Value  of  807/806 

and  806.30  Import*  807/806  Import* 

(million*  of  dollar*) 


Dutiable 
Value  a*  Percent 
of  Total  Value 
(3  ♦  1) 


9 

150.0 

97.9 

52.1 

0 

218.8 

138.3 

80.5 

1 

270.4 

166.0 

104.4 

2 

426.4 

256.3 

170.1 

3 

651.2 

364.8 

286.4 

4 

1032.6 

568.7 

463.9 

5 

1019.8 

552.4 

467.4 

6 

1135.4 

599.9 

535.5 

7 

1155.5 

631.1 

524.4 

8 

1539.8 

826.0 

713.8 

9 

2065.1 

1049.4 

1015.7 

1155.1 


Source:  U.S.  International  Trade  Commleslon  (ITC),  Tariff  Item*  807 
806.30.  U.S.  Import*  for  Coneumptlon.  varlou*  Isoue*. 
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11  :4exican  assembly  products  for  other  countries  (nalnly  Japan) 
are  added/  the  naiuila  output  aay  well  have  reached  $2.5  billion  in 
1960.  163/  About  half  of  the  output  destined  to  the  Onited  States 
consisted  of  U.  S.  components. 

Most  of  the  plants  are  located  along  the  border/  concentrating  in 
six  towns  from  Tirana  just  south  of  San  Oiego/  California  on  the 
/>dcific  Ocean  to  Matamoros  opposite  Brownsville/  Texas  near  the  Culf  of 
Mexico.  A  little  more  than  11  percent  of  the  total  (69  plants) 

were  in  the  interior  of  the  country  in  1960  (Table  III-l).  The 
proportion/  while  still  small/  has  been  increasing  steadily.  (In  1973 
there  were  only  10  plants  or  less  than  4  percent  of  the  total  at 
that  time  located  away  from  the  border).  The  interior  plants  are 
situated  now  in  nearly  every  part  of  the  country/  includinti  the  three 
largest  cities/  Mexico  City/  Suadalajara/  and  Monterrey. 

i«ot  only  the  number  but  also  the  size  of  plants  in  Mexico's 
maguila  industry  have  been  rising.  Estiiates  cased  on  data  given  in 
J.  S.  Embassy  reports  would  indicate  an  average  of  about  123  workers 
per  plant  during  the  early  1970s.  This  rose  to  about  163  during 

tne  mid*70s  and  an  average  of  about  293  workers  per  plant  at  the  end  of 
tiie  decade  (Table  III-6). 

Tne  largest  size  plants  tend  to  be  located  in  lodern  industrial 
parks;  in  Cuidad  Juarez/  wnere  the  country's  largest  industrial  park 
for  maquiladoras  is  located/  the  average  was  359  workers  per 
establishment  in  December  1933.  Small  plants  tend  to  prevail  in  tne 
Ear  West:  Tijuana  averaged  only  100  workers  and  Mexicali  less  than 
90.  There  is  no  significant  overall  difference  in  size  between 

border  and  interior  plants  (Table  lII'-6). 


Source:  SW  Tables 
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C 

The  five  plants  in  greater  Mexico  City  were  quite  seal!/  averaging 

about  30  workers/  wniie  in  Guadalajara  tne  14  plants  averaged  over  loO 

workers.  In  addition  to  the  available  infrastructure  such  as  ^ 

•» 

industrial  parxs/  plant  size  varies  with  the  type  of  products.  \ 

V 

Furniture  assembly  is  generally  done  in  small  plants/  assembly  of 
electrical  machinery  and  equipment  In  large  plants  (Table  III-S).  * 

tlUOSJLSlllO 

As  the  concept  of  ^'offshore  assembly"  implies/  the  majority  of  the 
maquila  output  in  Mexico  is  produced  by  foreign  suosidiaries  operating 
in  tnat  country.  And  since  90  percent  or  more  of  the  assembly  is  for 
tae  'J.  S.  market/  most  of  these  subsidiaries  are  b.  S.  owned  or 
^  controllei. 

it  would  be  a  mistake/  however/  to  believe  that  Mexican  capital 
has  played  no  role  in  the  maquila  operations,  ^hile  data  are 
incomplete  and  contradictory/  some  patterns  are  apparent.  One  Mexican 
source  indicates  that  in  1979/  259  of  tne  54C  firms  operating  as 
maquiladoras  had  majority  foreign  capital  (of  wnich  96  percent  came 
from  the  'J.S.)  i^Z/  That  is  only  4S  percent.  Anot'^er  Mexican  study 
says  that  53  percent  of  the  maquiladores  are  wholly  foreign  owned.  IM/ 
The  O.S.  •mbassy  in  Mexico  cites  a  report  that  35  percent  of  tne  firms 
had  Mexican  capital  and  managers  in  1979.  1^2/  A  recent  publication  by 
Mexico's  Third  World  Center  asserts  tnat  U.S.  companies  control  90 
percent  of  all  maquila  operations  in  Mexico.  1Z&/  But  the  same  article 
provides  a  taole  in  which  it  is  shown  that  in  1978  only  11  of  the  36 
plants  established  in  the  interior  of  Mexico  were  wholly  J.S.  owned 
(less  than  30  percent)/  while  another  11  had  13)  percent  Mexican 
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capital/  an  additional  3  haJ  <4exican  najority  ownersliip  and  4  lore  were 
counted  with  between  16  and  40  percent  Mexican  capital.  IZI/  In  other 
words/  substantial  Mexican  capital  participated  in  half  of  the 
aa^uiladoras  located  in  the  interior  of  Mexico  in  1973.  Mexican 
capital  is  also  involved  in  industrial  paries  designed  for  laquiladoras. 
Tae  largest  park  of  aagullaloras  in  the  country/  located  in  Ciudad 
Juarez/  is  Mexican  owned  and  operated.  122/ 

Most  of  the  U.  S.  controlled  maquiladoras  are  suosidiaries  of 
loedium  sized  multinational  enterprises.  Some  of  the  giants  in 
d.S.  industry/  however/  have  established  offshore  assembly  operations 
in  Mexico  in  recent  years.  At  least  48  of  the  Fortune  SOi)  hau 
maquiladoras  in  1S76.  Hi/  In  addition/  three  of  the  largest  Japanese 
and  four  of  the  top  European  industrial  concerns  operated  assembly 
plants  in  Mexico  that  year.  The  interest  of  Japanese  and  Suropean 
companies  in  Mexican  offshore  production  appears  to  be  increasing.  174/ 
While  it  is  natural  that  foreign  participation  would  oe  nigner  in  tne 
maqulla  industry  than  in  other  economic  activities/  it  should  be  noted 
that  in  general  the  share  of  Mexican  manufactured  output  produced  by 
foreign  transnational  companies  has  increased  in  the  postwar 
period.  125/ 

Foreign  companies/  instead  of  establishing  their  own  subsidiaries/ 
also  subcontract  Mexican  films  to  undertake  the  assembly  operation  for 
them.  Many  of  these  are  *'captlve*'  plants/  i.  e.  they  produce  only  for 
one  foreign  company;  the  majority/  however/  provide  assembly  services 
for  two  or  more  foreign  companies.  They  can  oe  found  all  along  the 
oorder  but  a  large  number  concentrate  in  the  area  bordering  California 
where  the  U.  S.  contracting  companies  are  nearby.  Most  of  the  captive 
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plants/  principally  in  the  apparel  industry/  and  soie  of  the  others 
receive  a  major  portion  oi  the  machinery  and  equipment  from  the 
subcontracting  company  in  the  United  States  on  loan  or  on  a  rental 
basis*  These  are  usually  second  hand  items  and  seldom  up-to-date 
hardware*  The  fact  that  the  equipment  belongs  to  the  foreign  (usually 
U*S*)  contractor  means  that  it  can  be  withdrawn  after  completion  of  an 
assembly  job*  however/  the  usual  agreement  calls  for  a  continuing 
contractual  relationship* 

A  variant  of  suocontr acting  used  in  Mexico  is  a  temporary 
arrangement/  generally  called  a  "shelter  plan/"  under  which  local  and 
special  firms  in  Mexico/  who  "know  the  ropes/"  provide  assembly 
services  for  a  foreign  concern  until  the  foreign  comoany  is  ready  to 
estaolish  its  own  subsidiary  or  enters  into  a  long  term  relationship 
with  a  Mexican  fin  or  decides  not  to  assemble  in  the  country.  Tne 
firms  offering  shelter  plans  range  from  consulting  ousinesses  providing 
only  advisory  services  to  foreign  companies  wishing  to  set  up  shop  in 
Nexico/  to  well  equipped  plants  that  can  engage  in  a  variety  of 
assembly  operations  with  machinery  and  eguipment  provided  by  the 
client* 

Thus  the  shelter  plan  permits  a  foreign  company  to  try  out 
offshore  assembly  operations  without  immediately  having  to  make  long 
term  commitments.  Tne  local  firm  "shelters"  the  foreigner  from  the  red 
tape  involved  in  starting  up  foreign  production*  This  covers 
legalities  in  dealing  with  government  offices/  hiring  and 
administration  of  workers  and  technicians  and  compliance  with  rules/ 
regulations  and  customs*  Since  the  foreign  company's  management  will 
be  on  site/  local  procedures  can  be  learned  "on  tne  job*"  After  tae 
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production  experience  oi'  several  nonths  to  a  year  or  sore/  the  company 
will  be  in  a  position  to  decide  whether  or  not  to  invest  In  offshore 
assembly  facilities  or  undertake  long  term  coamitments  with  Mexican 
firms.  There  is  nothing  that  prevents  the  foreign  company  from 
continuing  with  tne  shelter  plan  firm  except  tnat  it  is  expensive  and 
probably  defeats  the  purpose  of  offshore  assemoly  in  the  long  run.  I2i./ 

Cd&iiai.Sfifluicfiiasais 

Almost  by  definition/  assembly  operations/  even  in  foreign  plants 
waich  generally  make  up  the  largest  maguiladoras/  tend  to  have  very  low 
capital-labor  ratios  compared  to  other  manufacturing  activities. 
According  to  a  well  known  Mexican  economist/  capital  investment  per 
worxer  was  less  than  lO/QOC  pesos  in  Mexico's  magulla  industries  in 
1974.  This  compares  with  62/i)w3  pesos  in  1973  for  tne  total  Mexican 
manufacturing  industry.  HZ/  This  difference  may  oe  exaggerated  because 
on  the  one  side/  capital  in  the  aaquila  industry  may  be  underestimated 
and  on  the  otner/  Hexico  has  a  very  high  capital-labor  ratio  in 
manufacturing  compared  to  other  developing  countries.  IZS/  Nevertheless 
tne  gap  oetween  the  capital  requirements  of  maguila  operations  and  the 
average  for  all  manufacturing  as  reported  in  the  Mexican  industrial 
census  is  striking.  Most  likely  tne  difference  has  narrowed  since  the 
1974  estimate  as  larger  and  more  capital  intensive  plants  have  opened 
operations  in  the  country  during  the  last  decade.  The  available  data 
are  brought  together  in  Table  111-7/  but  comparisons  over  time  should 
f  only  be  made  with  great  caution  (particularly  with  the  1977  data  which 
are  derived  from  a  U.S.  source  and  are  not  consistent  with  the  Mexican 
statistics.  See  note  to  Twole  III-7). 
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Table  III-7.  Mexico;  Capital  per  Worker,  Available  Datea,  1970-1977 


Total  Manufacturing 

Cross  Fixed  Assets  per  Worker 

Asseably  Industries 

Mschtnery  4  Emlomant  oar  Worker 

All 

Pesos 

Sectors 

US  $ 

Electric 
I  Elaetronle 

Pesos 

4 

Industries 
US  % 

All  Sectors 

Pesos  US  $ 

Electric  4 

Electronic  Industries 
Pesos  US  $ 

1970 

BORDER  TOWNS 

35,174 

2,814 

7,314 

585 

8.308 

665 

Mexicali 

38,179 

3,054 

3,553 

284 

Tijuana 

19,476 

1,558 

5,586 

446 

1 

Nogales 

9,235 

739 

2.595 

208 

>Utamoros 

21,692 

1,735 

10,773 

862 

Juaras 

11.685 

935 

total  MEXICO 

62,880 

5,030 

34,420 

2,754 

7,314 

585 

8,308 

665 

August  1972 

5,200 

416 

4»rll  30,  1973 

i 

15.422 

1,234 

_ ,e  1973 

1 

14,700 

1,176 

January  31,  1974 

14,536 

1,163 

12,439 

995 

October  1974 

1 

i 

9,300 

744 

1977 

9,043 

1 

3,093 

5,433 

2. 

368 

Sources:  For  1970  Total  Mexico,  all  Sectors  aod  electric  and  electronics,  IX  Industrial  Census  as 
reported  la  Centro  Naclonal  da  lafonaclon  e  Estadlstlces  del  Trabsjo,  Mexico  1977, 

Table  3.A.1.3,  pp.  110  t  119. 

For  1970  Border  Tovns,  J.  Xlrau  I.  and  H.  Diet,  Hueetre  dependencla  fronterlae.  Table  3.7, 
based  on  IX  Industrial  Census  Aaseably  Industries  by  border  towns  and  electric  aod  electronics 

sector,  Dlrecclon  General  da  Industries,  SIC  as  reported  In  Secretarla  de  Industrie  y  Conarclo,  \ 

Foslbllldades  Industrlales  del  Protrane  de  Maculledores.  Mexico  1974,  pp.  85  4  89. 

For  August  1972,  June  1973  and  October  1974,  L.  Solis,  'industrial  Priorities  la  Mexico"  In 
OTiBO,  Industrial  Priorities  In  Developlnt  Countries.  1979.  Table  15,  p.  109. 

For  April  30,  1973,  Xlrau,  Table  33. 

For  January  31,  1974,  Victor  Orquldl  and  Sofia  Hendas  Villareal  "Econonlc  Inportance  of 
Mexico's  Northern  Border  Baglon”  la  Stanley  R.  Ross,  editor.  Views  Across  the  Border. 
ttilw.  of  New  Haxico  Press,  1978,  Table  8,  p.  150. 

For  1977,  U.S.  Direct  Investeent  Abroad  1977.  U.S.  Separtsmt  of  Co— tree.  Bureau  of 
Econonlc  Analysis,  Incsmatlonal  Investnent  Division,  Washington,  April  1981. 

Note;  thidar  the  Total  Manufacturing  coluans,  the  Net  Property  of  Plant  and  Equlpaent  figure 
given  for  Mexican  Affiliates  of  Q.S.  conpanles  was  divided  by  their  nuNber  of  employees 
(in  Mexico).  A  similar  caleulatlon  was  made  for  the  Assembly  Industries,  using  the 
eerraapendlng  data  for  the  Majority  Owned  rsralgn  Affiliates  of  U.S.  conpanles  (MOFA) 

In  Mexico,  under  the  assumption  that  MOPA  are  permitted  to  operate  in  Mexico  only  under 
Maquiladora  Program  (elsewhere  Mexican  majority  ownership  is  required) .  Por  obvious 
reasons,  1977  data  are  net  comparable  with  previous  years. 
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The  difference  in  capital  per  uorlcer  between  assembly  and  the  rest 
of  manufacturing  also  means  that  value  added  by  the  aoricer  in  the 
maquiladoras  is  lower  than  in  other  manufacturing  plants*  In  1975/  the 
only  year  for  which  Mexican  industrial  census  data  and  information  from 
tne  Secretariat  of  Programming  and  Budget  coincide/  the  statistics 
indicate  that  the  majuila  value  added  per  worker  Is  somewhat  less  than 
two'thirds  of  the  total  manufacturing  value  added  per  worKer 
(approximately  $4/S3j  as  compared  to  $7,500).  112/  If  it  is  considered 
tnat  average  fixed  capital  per  worker  in  all  of  manufacturing  may  be  at 
least  three  times  as  much  as  in  tne  asseaoly  industries  (adjusted  for 
underestimation  o£  capital  requirements  in  maquiladoras/  unadjusted  the 
ratio  is  6:1  for  1974  as  reported  by  Solis  C1979]  ani  aimost  9:1  as 
reported  in  the  1970  census  CTable  111-73)/  then  the  output  that  can  be 
obtained  from  a  unit  of  capital  in  the  latter  is  obviously  much  greater 
t.ian  in  manufacturing  as  a  whole* 

Jsing  Che  rel ationships  of  3:1  for  the  cap! tal-laboc  and  1.5:1  for 
value  added-labor  ratios/  tne  value  addei-capltal  ratio  in  the  assembly 
industry  is  twice  as  high  as  in  the  total  manufacturing  sector  in 
Mexico.  In  other  words/  a  unit  of  capital  in  assembly  operations 
would/  on  the  average/  contribute  to  national  income  twice  as  much  as 
the  unit  of  capital  in  all  other  manufacturing*  Data  Indicate  that 
wnile  value  aided  per  worker  in  assembly  industries  las  increase! 
smartly  since  the  early  1973s  in  current  dollars/  Mexican  prices  have 
risen  sharply  so  that  it  is  not  clear  whether  it  has  kept  up  in  real 
terms  (See  (able  111-14).  (Inflation  accelerated  during  that  period/ 
the  Higher  rates  starting  with  the  oil  price  explosion  in  1973/  when 


Mexico  W3S  still  j  suostantiji  oil  importer*  in  even  stronger  saock 
came  in  1^76/  induced  in  pact  by  economic  policies/  such  as  sharp  wage 
increases  and  a  dramatic  devaluation*  At  the  end  of  the  1973s/  ^ 

inflation  was  also  fei  by  tne  expansion  of  oil  production). 

Because  of  the  absence  of  data  it  is  difficult  to  compare  changes 
i;i  real  value  added  per  worker  in  the  assembly  industry  uitn  tie  rest 
oi  manufacturing*  Industrial  census  data  indicate  a  more  than  37 
percent  increase  in  all  of  manufacturing  between  1?7)  and  1975  (in 
constant  dollar  terms)  ISi:/  This  is  not  inconsistent  with  the 
cor responding  maguila  increase  because/  if  only  tne  sectors  most 
closely  related  to  tne  maquila  industries  are  considered/  there  was 
hardly  any  growth  at  all*  lil/ 

Haguila  wages  appear  to  nave  risen  steeply  during  tne  .mid»l977s/ 
outpacing  the  consumer  price  index*  The  payroll  per  employee  (blue  and 
wnite  collar  worxers)  increased  by  about  16  percent  in  real  terms  in 
1974  over  tne  previous  year  anj  aoout  7  percent  from  1975  to  1975* 

Since  1978/  remunerations  per  worker  in  maquiladoras  have  declined  in 
constant  prices  so  tnat  by  1937  they  were  in  real  purchasing 

power  —  Just  5  percent  above  the  1973  level  (Table  IiI-9).  Other 
Mexican  wages  appeared  to  have  done  somewhat  better  according  to 
changes  in  average  minimum  wages  and  an  index  of  monthly  wage  as 
reported  by  the  Banco  de  Mexico  to  the  International  Monetary  Fund 
(Tables  III  A«1  and  III*9). 


Table  Hl-8.  Mexico:  Payroll  per  Employee^' In  Assembly  Industries  by  Location 

1973-1980 


Sources:  SPP  Tables  and  Table  Ill  A-1 


Table  1II-9.  Mexico:  Real  Wage  Indleea  of  Aaseaibly  Planta,  Other  Monthly 

Wages  and  Average  Minlnun  Wages 

1973-1980 


Assegd>ly  Plants  Monthly  Wage  Average  National 

Payroll  per  Worker  Index  In  Constant  Mlnlaun  Wage 

Index  in  1975  Prices  1975  Prices  Index  In  1975  Prices 

1975-100 

Tear  All  Plants  Border  Interior  1975-100  1975-100 


1973 

88.3 

93.2 

51.8 

91 

91 

1974 

102.1 

101.4 

112.2 

97 

100 

1975 

100 

100 

100 

100 

100 

1976 

106.5 

108.7 

85.4 

111 

111 

1977 

106.8 

108.5 

91.6 

113 

110 

1978 

104.1 

105.3 

92.1 

111 

108 

1979 

101.4 

102.5 

91.9 

109 

106 

1980 

92.7 

94.0 

82.4 

107 

99 

Note:  Assembly  plant  payrolls  Include  fringe  benefits. 
Sources:  Tables  III-l,  III-2,  III-8  and  III  A-1. 
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Data  ior  the  hourly  coapenration  for  production  workers  (ehich  is 
calculated  as  production  worker  payroll  in  asseably  plants^  excluding 
fringe  benefits/  divided  by  production  worker  hours  worked/  a  series 
that  is  available  only  beginning  with  1975}  also  show  the  1976  rise  and 
tne  decline  afterwards  in  real  teres.  Real  hourly  wages  in  interior 
assembly  plants  did  not  reach  their  peak  until  1973  and  then  declined 
(See  Table  111-19}. 

Inis  does  not  mean  that  real  naguila  wages  have  fared  much  worse 
than  wages  in  other  nanuf acturing  sectors.  The  average  national  index 
of  official  minimum  wages  1^2/  Put  into  constant  prices/  snowed  similar 
changes  and  so  do  the  fragmentary  average  wage  data  (Table  II1-9  and 
111-10}.  yiniiua  wages  for  tne  border  areas  be.iaved  somewhat 
diffecently  from  the  national  average.  First  of  all  they  tended  to  be 
considerably  higher  than  the  national  average#  exceeding  the  latter  by 
more  than  half  at  the  beginning  of  Mexico's  border  industrialization 
program.  182/  Mexican  government  policy  reinforced  the  economic  effects 
or  the  high  wages  on  the  U.  S.  side  to  create  tnis  differential.  The 
gap  diminished  slightly  until  1968  and  from  then  until  1975  the 
increases  in  oininua  wages  at  tne  border  kept  up  with  the  national 
average.  Since  then  the  border  average  has  fallen  behind  so  that  by 
193C  the  difference  with  the  rest  of  the  nation  was  reduced  to  well 
under. 39  percent  (Table  III-ll}.  This  may  be  due  to  the  announced 
governaent  policy  to  equalize  wage  rates  across  the  country  18i/  or  to 
a  policy#  stimulated  by  the  down  turn  in  asseably  activities  in  the 
X  mid~1970s/  to  put  the  brakes  on  border  wages  in  order  to  increase  the 
attractiveness  of  aaquiladoras  there  to  potential  investors#  or# 
siaply#  to  weaker  labor  unions  at  the  border. 


Table  III- 11.  Mexico:  Minlaua  Wages,  Ihiwelghted  Averages  for  the  Country 

and  for  the  Border  Region  and  their  Relationship 
1970-1980 


Dally  Mlnlnun  Wage  Border  Mlnlnua 

(Unweighted  Average)  as  Percent  of 

Converted  to  U.S.  Dollars  A'  National  Average 


Year 

National 

Border 

1970 

2.00 

2.86 

143 

1971 

2.00 

2.86 

143 

1972 

2.34 

3.37 

144 

1973 

2.45  y 

3.52  y 

144 

1974 

3.32  y 

4.78  y 

144 

1975 

3.84 

5.52 

144 

1976 

4.03  y 

5.65  y 

140 

1977 

3.51 

4.91 

140 

1978 

3.97 

5.44 

137 

1979 

4.64 

6.16 

133 

1980 

5.41 

6.91 

128 

a.  Converted  from  pesos  to  dollers  at  average  yearly  exchange  rate. 

b.  Minimum  wage  was  changed  during  year,  rate  for  year  averaged 
proport lonately . 

Source:  M.  Van  Waas,  Multinationals*  .  ♦  .  .  1981,  Table  10,  pp.  276-77 
Exchange  rates  from  International  Financial  Stetlstlcs.  IMF  1980 
Yearbook,  and  July  1981  issue.  See  Table  III  A-i. 


As  can  be  expected/  wages  in  the  nagulladoras  followed  the  alnimum 
wages  in  the  border  region  quite  closel/.  Ig5/  Both  rose  in  real  te^ns 
in  1976/  both  fell  afterwards/  the  border  average  ainimua  wages 

V 

soaewhat  more  so  than  the  aaquila  renunerations.  Despite  soie  probieas 
in  conparability/  the  data  clearly  show  that  average  renuneratlons  in 
the  asseably  industries  at  the  border  have  been  significantly  higher 
than  official  nlninuni  wages/  averaging  almost  Id  percent  above  the 
border  ninimum  level.  Interior  plant  wages  averaged  about  14  percent 
above  the  national  average  ainiaum  wages  during  1975-1960  (Taole 
III-12).  135/ 

Asseably  wages  paid  in  plants  in  the  border  region  have  oeen 
consistently  nigher  than  in  aaquiladoras  in  the  interior  of  Mexico  • 
b^hile  the  gap  appears  to  have  declined  in  recent  years/  it  still 
averaged  over  25  percent  uuring  1978-63  (Table  III-13). 

to  summarize  the  analysis  of  wage  levels:  Mexican  wages  in  the 
border  regions  adjoining  the  United  States  are  on  average  considerably 
higner  than  in  the  interior  of  the  country.  The  difference  has  been 
declining/  apparently  as  a  result  of  deliberate  government  policy. 

Wages  in  the  assembly  industries  have  followed  this  pattern.  The 
relative  uifference  in  wages  between  the  maquiladoras  at  the  border  and 
in  the  interior  roughly  corresponds  to  the  relatlonsnlp  between  the 
border  and  national  ainlnum  wage  averages,  lievertheless  in  botn  cases 
the  wages  paid  in  assembly  industries  have  been  higher  than  respective 
minimum  wages. 

Insofar  as  wage  differentials  are  important  for  offshore  assembly 
operations/  the  lower  wages  in  the  interior  of  Mexico  provide  a 
powerful  attraction  relative  to  the  border  areas.  The  operations  of 


Asaea^ly  Industries  Coupared  with  Hexlcan 
Official  Mlnlnn*  Wages  per  Hour,  by  Reglo 
(1975-1980) 
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T«bl«  nr-13.  Itexlco:  Hourly  Wages  Paid  to  Production  Hbrfccrs 
in  Asscably  Induatrlcs  ■/  (1973-1980) 


the  najuiladoras  in  the  interior  appear  to  have  been  successful.  Value 
added  by  woricer  there  averaged  well  over  one*third  above  the  value 
added  by  uoricer  in  the  border  naquiladora  during  2974'1980  (Table 
Iil-14a.  The  value  added  concept  used  here  is  soaeahat  different  froa 
tne  strict  econoaic  concept.  See  the  note  to  Table  1II>2). 

As  aight  be  expected  froa  the  previous  discussion/  the  wage 
coaponent  of  value  added  in  tne  interior  maquiladora  in  this  period  was 
only  aouut  two-thirds  of  the  corresponding  share  for  the  border 
assembly  plants.  Therefore/  other  coaponents  of  value  added/  such  as 
domestically  produced  materials/  have  contributed  a  aigher  proportion 
of  the  total  in  the  interior  than  at  the  border  plants.  Profit  levels 
in  the  maquiladoras  of  the  interior  were  far  below  tiose  at  the  border 
until  1977  but  substantially  higher  afterwards.  In  1979-83  they 
averaged  about  24  percent  of  value  added  in  the  interior  plants 
compared  to  less  than  18  percent  at  the  border  (Table  111-15). 

U£&.al.i£sicaa-iaLfiLiiLs 

for  .lexico/  the  significant  component  of  value  added  is  the  share 
of  materials  and  supplies  provided  by  the  domestic  economy.  This 
proportion  was  very  small  for  the  border  plants/  only  ranging  from  2  to 
percent  of  value  adued  between  1977-1980.  The  corresponding  share 
for  the  interior  maquiladoras  was  significantly  larger/  averaging 
between  10  and  16  percent  (Table  iIl-15). 

The  relative  magnitude  of  local  materials  and  supplies  in 
maquiladora  output  is  an  important  Indicator  of  the  linkages  that 
offshore  assembly  activities  have  for  the  Mexican  economy.  Overall/ 
tne  percentage  of  raw  materials/  components/  and  supplies  of  Mexican 


Table  III-14b  .  Mexico;  Value  Added  per  Eaployee  In  Assembly  Plants,  by  Location  and  Industry 

Index  numbers  of  Constant  t^xlcan  Pesos  sJ  t  1973  -  1980 

(1975  -  100) 


III-IS*  FtvcvntAt#  CoBpogltloa  of  Voluo  Added  in  Aeeei^ly  Pleate,  by  Location 

1975-1980 


origin/  etc*/  which  are  processed  and  assembled  in  laguiladoras/  is 
exceedingly  small.  With  the  exception  of  1976  when  it  was  3  percent/ 
it  varied  around  1.5  percent  of  the  total  use  of  components  and 
supplies  (imported  and  domestic)  during  197b-*1939.  In  the  border 
plants  It  was  even  less  and  a  slight  tendency  can  be  noted  for  tnis 
tiny  percentage  to  decline  after  1976.  In  the  plants  in  the  interior/ 
however/  the  usage  of  domestic  materials  was  considerably  higher  and 
after  197&/  an  exceptional  year  wnen  the  proportion  of  the  total  was 
over  It  percent/  there  was  an  increase  reaching  in  1933  a  domestic 
content  of  10  percent  of  total  materials  used  (Table  II1*15). 

A  KOte: 

At  this  point  it  is  useful  to  point  out  that  examination  of 
0.  3.  import  data  may  give  an  erroneous  picture  of  the  changing 
importance  of  offshore  assembly  operations  for  the  "nost”  countries. 

As  discussed  in  tne  first  cnaptec/  U.  S.  imports  under  tariff  items 
8&7.00  and  396.30  are  divided  into  duty  free  and  dutiable  imports.  The 
former  represent  the  U.  S.  components  which  are  reimported  exempt  from 
tariff/  while  tne  latter  represent  the  value  added  abroad  that  is 
subject  to  tariffs.  U.S.  International  Trade  Commission  data  show  that 
tne  proportion  of  dutiable  imports  of  total  6O7.3C/3j6.30  from  Mexico 
rose  steadily  between  1969  and  1930/  with  a  minor  and  temporary  setback 
during  1977*78  due  to  the  after  effects  of  the  .'lexican  devaluation  in 
the  fall  of  1976.  In  1980  almost  one-half  of  these  imports  were 
dutiable/  compared  to  slightly  over  one-third  in  1969  (Table  III-5). 
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One  aust  be  skeptical  of  the  interpretation  thatr  because  tne 
share  of  value  added  In  Mexico  increased^  the  linkages  of 
U.  S.  offshore  assenbl/  activities  to  the  Mexican  econoa/  increased. 
First/  not  only  non-U.  S.  /  but  also  non-Hexican  components  are 
included  in  dutiable  imports  under  607.03/806.33  and/  therefore/  in 
tnis  definition  of  vaiue  added  in  Mexico.  As  noted  earlier  these 
components/  primarily  Mexican  imports  from  the  Far  East  for  use  in 
U.  S.  assemoly  plants/  sees  to  have  increased  during  recent  years, 
becono/  tne  product  mix  appears  to  have  changed  in  favor  of  assembly 
sectors  in  which  Mexican  vaiue  added  is  sore  isportant/  particularly 
television  receivers  and  parts  and  motor  vehicle  parts/  moving  away 
from  textiles  (including  apparel)  and  toys  and  dolls  where  the  relative 
value  added  is  below  the  average  (Tables  111-4/  ri-A.2  and  V-4}. 

Third/  Mexican  wages  and  prices  of  value  added  components  such  as 
rents/  utilities/  etc.  /  have  risen  faster  than  tne  value  of 

U.  S.  components/  tnus  contributing  to  raise  tne  share  of  Mexican  value 

added  in  U.  S.  807. ’)0/6C6. 33  imports  from  that  country.  It  is  this 
effect/  the  rapid  rise  of  the  wage  and  utility  bills/  that  does  signify 

an  important  expansion  of  the  linkages  between  the  maquiladoras  and  the 

Mexican  economy.  1^2/  U«S.  import  data/  however/  do  not  indicate 
wnether  or  not  the  share  of  Mexican  materials  used  in  assembly  plants 
has  increased. 
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4 .  Iti£.dAI!i_IiSlii.S.iJ£.Qc£S!iUE£.AS2SdaU.QS£BAIlUll£.I!r:d&U£iJ 

‘^ec^use  of  the  nagnitude  of  Mexico's  involveient  In  offshore 
assemoiy  activities/  its  merits  for  the  country  have  oeen  debated* 
extensively.  Benefits  have  been  -juestioned  and  serious  negative 
eiiects  for  the  Mexican  econoiy  and  society  as  a  whole  have  bean 
attributed  to  the  assembly  arrangements.  I^i/  The  critique  centers  on 
tnree  principal  issues:  (1)  The  enclave  nature  of  assemoly  activities 
witain  the  .Mexican  economy;  (2)  The  effects  on  the  labor  force  and  on 
society  in  the  areas  where  maquiladoras  concentrate;  and  (3)  The 
vulneraoility  of  maquiladoras  to  swings  in  the  o'.S.  ousiness  cycle  and 
their  general  dependency  on  decisions  made  in  the  Jnited  States  and 
elsewhere  outside  of  .Mexico.  These  tnree  issue  areas  are  iiscusseJ 
below. 

A  persuasive  argument  can  be  made  that  by  their  very  nature 
asse.mbly  services  provided  to  foreigners  constitute  an  enclave  in  the 
Mexican  economy,  t-'irst/  it  was  noted  that  only  a  tiny  percentage  of 
tiie  materials  use.l  in  these  operations  is  of  Mexican  origin.  Second/ 
according  to  several  recent  studies  discussed  below/  the  employment 
generated  by  the  maquiladoras  tends  not  to  absorb  "traditional" 
unemployment  and  underemployment.  Third/  the  bulk  of  the  maquiladoras 
concentrate  in  towns  along  the  border  with  the  United  States.  Many  of 
the  towns  are  fairly  isolated  from  the  economic  heartland  of  Mexico  due 
to  geography  and  the  lack  of  adequate  infrastructure.  Fourth/  the  Jobs 
created  are  mainly  unsKilied  and  almost  by  definition/  it  is  argued/ 
will  remain  so.  The  labor  force  therefore  receives  little  training. 
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Fifth/  although  man/  of  the  assembly  plants  use  sophisticated  equipment 
and  technologies/  there  is  little  transfer  of  technology  to  the  rest  of 
the  Mexican  economy*  Sixth/  it  is  said  that  wages  are  destined  td 
remain  iou/  due  to  the  low  skill  requireaents  of  assembly  production 
and  in  order  to  keep  these  activities  attractive  to  foreign 
manufacturers.  In  addition/  only  part  of  the  wages  paid  to  assembly 
woricers  are  spent  to  buy  Mexican  goods  and  services*  because  the 
population  near  the  border  is  accustomed  to  shop  across  the  frontier 
for  a  significant  portion  of  its  requirements.  Tnus/  it  is  argued/  the 
income  generated  by  offshore  assembly  production  will  provide  only  a 
very  limited  stimulus  to  the  Mexican  economy. 

The  institutional  framework  for  maquila  operations  reinforce  their 
economic  isolation*  In  general/  maquiladoras  are  not  permitted  to  sell 
on  the  national  market  but  must  export  their  total  production.  I£i/ 

Inis  is  understandable  since  these  are  '*in«bond"  industries/  their 
imports  of  components  being  exempted  from  Mexican  import  duties 
provided  that  they  be  re-exported  after  assembly.  Hi/ 

Thus  most  of  the  commercial  relations  of  the  maquiladoras  are  with 
foreign  companies/  especially  with  ii.  S.  multinationals/  rather  than 
with  Mexican  producers  and  consumers.  Add  to  that  the  fact  that  even 
When  maquiladoras  are  not  a.  S.  subsidiaries/  many  plants/  particularly 
in  the  apparel  industry/  operate  with  machinery  and  equipment  provided 
and  owned  by  the  U.  S.  contractors/  and  one  gets  a  picture  of  an 
enclave  of  Mexican  assembly  activities  that  is  tied  much  more  strongly 
to  the  Jnlted  States  than  to  the  rest  of  Mexico. 
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There  is  little  doubt  tnat  t.iis  picture  is  close  to  r^lity  as  it 
has  existed  until  now*  It  is  open  to  question/  however/  whether  %he 
co-production  relationship  between  industrial  arid  developing  countries 
is  suca  tiiat  it  creates  an  ironclad  straight  jacket  that  does  notx 
permit  the  eventual  integration  of  assembly  production  into  the 
national  econovy.  The  experience  of  Korea  and  Taiwan  seems  to  point  in 
the  opposite  direction.  191/ 

Interviews  witn  U.  S.  as  well  as  Mexican  managers  of  maquiladoras 
indicate  that  attempts  were  made  to  increase  the  usage  of  Mexican 
components  and  materials  in  assembly  operations*  12.^/  According  to  the 
managers/  most  of  the  attempts  failed  because  of  one  or  more  of  the 
following  reasons:  rigorous  specif ications  could  not  be  met  due  to 
aeficiencies  in  quality  control  (important  particularly  in  the  electric 
and  electronic  industries);  delivery  schedules  could  not  be  met; 
production  capacity  was  insufficient;  and/  mentioned  most  often/  prices 
were  too  high*  Ail  of  these  are  typical  symptoms  of  industries  or  the 
newly  industrializing  countries*  They  are  also  characteristic  of  the 
import  substituting  type  of  industrialization  in  which  the  firms  have 
not  yet  oeen  sufficiently  exposed  to  international  competition  123/  In 
principle/  these  weaknesses  can  be  overcome  as  the  national  economy 
becomes  more  open  to  the  outside  world/  and  the  incipient  industries 
mature  and  become  more  efficient* 

The  other  side  of  the  coin  is  that  there  are  no  strong  incentives 
for  Mexican  firms  to  do  business  with  maquiladoras  or  to  branch  out  and 
establish  assembly  operations  themselves*  Given  the  protected 
environment  of  the  economy/  producing  for  the  rapidly  growing  domestic 
market  probably  yields  higher  returns;  moreover/  Mexican  companies  may 
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find  this  easier  to  do  than  to  than  to  expose  thejiselves  to  the 
Jemandin]  requirenents  of  foreign  consuaers  and/or  ooipanles  producing 
for  the  international  market.  It  has  also  been  observed  that  the  'image 
of  the  maquiladora  as  the  foreigner  with  weak  roots  in  the  domestic 
economy/  does  not  encourage  Mexican  firms  to  engage  in  long-term 
coamitments  in  the  assembly  business,  lii/ 

Thus  a  vicious  circle  operates.  As  long  as  tnere  is  no  greater 
participation  of  Mexican  capital  and  entrepreneurship  in  maguiladora 
activities/  transfer  of  technology  from  offshore  production  to  the 
Mexican  economy  will  be  limited.  This  limitation  is  itself  a  barrier 
to  greater  Mexican  involvement  in  co-production  witn  foreign  companies 
an]  linkages  will  remain  weak.  Unless  tne  circle  Is  broken/  Mexican 
enterprises  will  continue  to  furnish  primarily  packing  materials  and 
janitorial  supplies  for  the  maquiladoras  rather  than  the  manufactured 
components  for  assembly  in  suostltution  of  foreign  materials. 

The  enclave  image  is  fostered  also  by  the  near  absence  of  any 
"forward"  linkages/  because  tne  sale  of  maquiladora  output  on  tne 
domestic  .marxet  is  all  but  forbidden.  Among  other  things/  maquiladoras 
could  provide  Mexican  producers  with  sophisticated  subasseiolies  at  low 
cost/  possibly  constituting  an  important  element  in  the  technological 
upgrading  of  the  Mexican  economy.  The  official  government  decree  for 
maquiladoras  seems  to  permit  Mexican  assembly  plants/  under  certain 
circumstances/  to  also  supply  the  Internal  market  in  addition  to 
exporting.  125/ 

In  practice/  however/  by  the  and  of  1979  only  four  such  plants  had 
been  approved  and  "all  operate  under  rigidly  imposed  conditions."  The 
government  "has  been  under  pressure  from  domestic  producers  to  repeal 
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this  enabling  legislation  bscausa  of  clales  of  unfair  advanTage." 
Protected  Mexican  firms  fear  the  competition  of  the  low  priced  products 
from  the  maquiladoras.  The  perception  of  an  "unfair  advantage"  i^ 
particular!/  great  If  the  asseebly  plants  are  J.  S.  subsidiaries. 
Informal  conversations  with  Mexican  officials  make  it  clear  that  the 
government  will  not  promote  laquiladora  sales  in  the  Mexican  market. 

la&.^QsiazQifiQl.Iasufi 

Tne  striking  aspect  of  the  work  force  in  asseibl/  production  is 
tne  high  percentage  of  female  employees.  More  than  three-quarters  of 
ail  production  workers  in  Mexico's  maquiladoras  are  women  (Table 
111-17).  The  proportion  is  slightly  higher  for  the  plants  in  the 
interior  and  also  in  certain  Industries  such  as  apparel  and 
electronics. 

Several  analysts  argue  that  the  high  female  proportion  is  the 
result  of  deliberate  hiring  policies  of  the  maquiladora  managers/  in 
order  to  obtain  a  docile  labor  force.  They  find  that  while  the  long 
run  objective  is  to  insure  tnat  wages  remain  low/  the  real  motivation 
of  managers  in  employing  women  is  that  women  are  core  pliable/  less 
militant  and  therefore  less  apt  to  provoke  labor  trouble.  121/ 

The  argument  runs  rougnly  this  way:  122/  Tne  hiring  practices  of 
assembly  firms  result  In  the  employment  of  young  women  who  were 
previously  outside  the  labor  force  and  entered  tne  labor  force  only 
because  of  the  increasing  job  opportunities  at  existing  and  new 
assembly  plants.  122/  These  women  have  neither  a  "class  consciousness" 
as  workers  nor  do  they  have  any  knowledge  of  their  legal  rights  or  of 
available  means  to  improve  their  working  conditions  and  wages.  3ecause 
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Table  III-17.  Mexico:  Composition  of  Production  Vorlcers  in  Assembly 

Industries  by  Sex,  Location  and  Industry 
1980 


Production  Workers  in  Assembly  Industriet  1 

j 

Number  of  Persons  Percentage  Composition  | 

I 


Total 

Men 

Women 

Men 

Women 

ALL  PLANTS 

102,020 

23,140 

78,880 

22.7 

77.3 

Border 

91,308 

21,455 

69,853 

23.5 

76.5 

Interior 

10,712 

1,685 

9,027 

15.7 

84.3 

INDUSTKT 

Food 

1,260 

334 

926 

26.5  Lt 

73.5  i' 

Shoes  & 
Apparel 

17,307 

3,359 

13,948 

19.4 

80.6 

Furniture  & 
Parts 

2,839 

2,485 

354 

87.5 

12.5 

Machinery, 

Transport 

Equipment 

(Non-elec.) 

7,851 

3,092 

4,759 

39.4 

60.6 

Machinery  & 
Accessories, 
(Elec.  & 
Electronic) 

58,151 

10,241 

47,910 

17.6 

82.4 

Other 

9,108 

2,988 

6,120 

32.8 

67.2 

Services 

5,504 

641 

4,863 

11.6 

88.4 

a.  Border  plants. 
Source:  SPP  Tables. 


253 


their  level  of  education  is  significantly  above  tne  averajeT  they  ace 
easier  to  train  than  the  average  member  of  the  labor  force  and  their 
productivity  will  tend  to  be  higher* 

kelatlvely  few  of  the  feiale  maquiladora  woricers  are  heads  of 
households  and  most  of  them  provide  only  supplementary  income  for  their 
families.  Xne  lower  job  dependence  of  these  workers  would  make  them 
vulneraole  to  easier  dismissal  or  forced  resignation  (in  order  to  avoid 
severance  pay)  when  their  productivity  declines  at  these  exacting  jobs 
after  a  few  years.  221/ 

it  is  argued/  therefore/  that  the  maquiladoras  create  their  own 
labor  pool,  i'hey  do  not  draw  tneir  employment  from  the  traditionally 
unemployed  or  underemployed  but  from  a  sector  of  the  population  which 
never  worked  or  looked  for  work.  Vihen  the  border  inlustr ialization 
program  was  introduced/  however/  one  of  the  principal  objectives  was  to 
absorb  tne  unemployment  of  the  '(exlcan  migrant  eorkars  who  were  left 
stranded  after  the  termination  of  the  "bracero"  arrangement  with  the 
United  States.  Probably  very  few  of  these  men  found  employment  in  the 
new  assembly  industries.  Instead/  the  formerly  "unemployable"  women 
tooic  their  places. 

Women  who  enter  the  labor  force  through  maquila  employment  do  not 
tend  to  leave  the  labor  force  wnen  they  become  separated  from  their 
jobs.  Once  they  have  gained  a  certain  measure  of  independence  through 
working/  they  will  probably  look  for  work  after  they  nave  lost  their 
first  joti/  particularly  If  they  are  under  pressure  to  continue  making 
tne  financial  contributions  which  have  helped  them  and  their  families 
to  achieve  higher  living  standards* 
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It  is  easy  to  conclude  fcon  this  that/  rather  than  aidTng  to 
reauce  unenployaent/  the  introduction  of  offshore  assembly  production 
into  Mexico  has  woriced  to  increase  the  "reserve  army  of  the 
uneaployed."  Ih  this  manner  the  maquiladora  managers  assure 

titemselves  of  a  relatively  unlimited  supply  of  labor*  This  permits 
tnen/  it  is  said/  to  maintain  high  productivity  levels  by  replacing  the 
"oloer  workers"  (those  approaching  their  mid-twenties)  who  cannot 
maintain  their  previous  speed  or  who  cannot  take  the  pressures  and 
tedium  of  their  work  any  longer* 

questioning  of  maquiladora  executives  about  the  high  female  worker 
proportion  in  their  plants  almost  Invariably  brings  the  same  responses: 
women  are  more  dexterous  for  assembly  tasks  than  men  (also  their  hands 
are  smaller/  which  is  an  asset  particularly  in  the  assembly  of 
electronic  micro  components)/  they  are  more  used  to  and/  therefore/ 
more  patient  with  routine  assignments/  and  in  any  case/  according  to 
tne  managers/  comparatively  few  men  apply  for  such  jobs*  2x1/ 

mere  is  little  support  for  the  assertion  that  women  workers  have 
greater  manual  dexterity  than  men/  even  for  delicate/  small  size 
assembly  operations*  Interviews  with  plant  managers  in  Mexico  and 
.laiti  indicate  that  men  on  the  assembly  lines/  whether  in  sewing  or 
electronics/  are  at  least  as  efficient  as  women*  221/ 

Tne  employment  of  women  in  occupations  such  as  sewing  appears  to 
be  culturally  determined  in  most  parts  of  tne  industrial  and 
industrializing  world*  It  seems  to  be  a  small  step  from  axperience 
with  the  needle  to  the  learning  of  electronics  assembly/  which  requires 
detailed  attention  to  small  components*  It  may  also  be  culturally 
determined  that  men  are  more  impatient  with  delicate  repetitive 
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routines.  It  Is  not  clear  therefore  whether  the  evolo/ment  of  woaen  is 
base!  on  a  design  for  exploitation  in  order  to  laintain  iower  wagf 
scales/  easier  control  and  manipulation  of  a  nore  docile  work  force* 
l.'hat  see.B3  to  be  clear  is  that  Mexican  assembl/  plants  are  not  unique 
in  employing  a  high  proportion  of  women. 

.*.ot  only  is  Mexico  not  alone  among  developing  countries  in  t)\a 
preponderance  of  women  workers  in  assembly  production/  but  a  similar 
labor  force  structure  also  exists  in  assembly  plants  in  industrial 
countries.  In  the  United  States/  foe  example/  in  1979/  81.4  percent  of 
uorxers  in  the  apparel  inuustry  were  women.  22^/  In  the 
U.S. semiconauctor  industry/  92.4  percent  of  the  assembly  operators  were 
women  (9<*  percent  in  the  Southern  states  and  "only"  93.4  percent  in  the 
Northeast)  in  September  1977.  Curiously  enough/  there  was  no 
significant  difference  for  the  country  as  a  whole  in  the  female 
proportion  between  the  most  highly  and  least  skilled  assembly  tasks. 

For  the  South/  however/  there  was  a  significant  difference/  but  it  was 
contrary  to  what  one  would  expect:  97.0  percent  females  for  the 

highest  skills/  90.5  percent  for  the  lowest  skill  level.  22.&/  411  these 
percentages  appear  to  be  higher  than  for  Mexico's  maiuiladoras.  Qn  the 
basis  of  these  industrial  country  data/  one  could  make  an  argument  that 
it  is  surprising  that  the  proportion  of  women  employed  in  Mexican 
assembly  plants  is  not  higher. 

Consideration  of  other  aspects  attributed  to  the  preponderance  of 
female  employment  in  maquiladoras/  such  as  working  conditions/  health 
effects  and/  particularly/  the  impact  on  the  family  and  society  are 
beyond  the  scope  of  this  study.  2112/  It  seems  safe  to  say/  however/ 
tnat  the  employment  of  a  greater  proportion  of  women  previously  out  of 


256 


tne  labor  force  is  a  phenonenon  of  the  path  of  econo'vic  devTlopaent  in 
modern  times.  There  will  be  social  role  confusion  (not  only 
maie> female/  but  also  parent*daughter)  and  other  disintegrative  effects 
on  the  traditional  family.  Social  adjustments  of  this  type  are  painful 
and  sometiaes  costly/  but  tney  are  an  important  part  of  the  process  of 
economic  development.  Perhaps  the  introduction  of  offshore  assembly 
activities  into  particular  regions  of  Mexico  has  accelerated  the  coming 
of  tne  adjustment  problems  there.  They  uould  have  cose  sooner  or  later 
in  any  case/  given  the  direction  of  Mexico's  economic  development. 

A  further  argument  about  the  saquiia  labor  force/  unich  goes 
beyond  the  employment  problem/  bears  on  the  linlcage  effects  of  maqulla 
labor.  Far  from  contributing  to  the  upgrading  of  tne  labor  force/  it 
is  said/  assembly  production  causes  the  "deskilling”  of  the  workers. 

Some  of  the  discussion  is  reminiscent  of  the  debates  surrounding 
the  industrial  revolution.  Before  being  employed  in  the  laquila  seuing 
operations/  for  example/  many  of  the  women  workers  had  aciuired  high 
level  skills/  (e.g.  in  needleworx)/  perhaps  applied  only  in  the  hose. 
In  their  present  work  place/  however/  they  must  perform  the  most 
elementary/  although  precise/  operations  again  and  again.  These 
maquila  workers  who  had  previous  experience/  often  used  tneir  judgment 
and  skills  to  a  higher  degree  before  than  In  their  current  assembly 
tasks,  ill/ 

A  general  observation/  made  frequently  in  Marxist  literature/  2112/ 
points  to  the  tendency  in  manufacturing/  no  matter  how  nigh  tne  level 
of  technology  and  sophistication  of  the  product/  to  break  down  complex 
production  into  ever  more  simple  component  processes.  At  each 
successive  stage  of  decomposition/  less  and  less  skill  Is  required  to 
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pecform  the  tasics.  Assembly  operations/  more  than  other  aspects  of 
production/  nay  be  especially  subject  to  continuing  simplification/  an 
ongoing  process  in  order  to  make  uorkers  (and  machines)  ever  more 
efficient. 

knether  or  not  maquiladoras  are  unique  in  this  context  is  open  to 
question.  Although  the  deskilling  claim  was  made  in  an  above*cited 
work  when  maquila  and  previous  jobs  are  compared/  tne  same  study  also 
contains  information  which  Indicates  an  upgrading  of  the  labor  force  in 
assembly  production.  2iil/  Assembly  line  supervisors  are  almost 
invariauly  drawn  from  among  the  line  workers  and  upward  mobility  does 
not  appear  to  differ  from  assembly  plants  in  the  United  States.  The 
average  skill  level  in  certain  assembly  industries  can  also  rise/  when 
wage  incraases  make  the  lowest  skilled  operations  unprofitable  so  that 
they  nave  to  be  transferred  to  other  locations  where  wages  are 
lower,  ill/ 

In  surveying  the  negative  aspects  of  offshore  assembly  production 
regarding  labor/  it  is  Important  to  put  them  within  the  context  of  the 
whole  Mexican  economy  lest  one  loses  perspective.  It  was  found  that 
maquiladora  wages  have  averaged  above  minimum  wages  everywhere  and 
minimum  wages  at  the  border  are  still  well  above  those  in  the  rest  of 
tne  country.lt  can  safely  be  said  that  maquila  wage  averages  are 
probably  nigher  tnan  the  Mexican  levels  for  equivalent  work.  Labor 
unions  seem  to  be  as  active  In  maquiladoras  as  elsawhere/although  they 
are  unevenly  distributed  along  the  border.  212/  The  picture  painted  in 
the  literature  Is  that/  with  soae  notable  exceptions/  labor  unions  in 
assembly  plants/  as  well  as  in  soae  other  Mexican  economic  sectors/ 
tend  not  to  be  very  representative  of  the  interests  of  its 
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'QdDsers.  2li/  This/  noatevcr/  seems  to  have  littLa  to  do  MitTT  the 
proportion  of  women  in  the  naquiia  workforce.  It  would  also  be  useful 
to  iuaKe  comparative  studies  of  labor  conditions/  upward  occupational 
niODility  and  other  enplo/aient  characteristics  in  maquiladoras  with 
tnose  existing  in  non-assemoly  plants.  It  present/  reliable  data 
resulting  from  such  comparisons  are  not  available/  but  impressionistic 
information  indicates  a  not  unfavorable  position  of  maquiladoras 
vis-a-vis  other  factories  in  Mexico  (assuming  that  a  high  proportion  of 
woven  h'oricers  is  nut  considered  as  ''unfavorable"). 

One  important  point  regarding  the  supply  of  labor  in  Mexico 
remains  to  oe  made.  Tne  usual  discussion  centers  on  the  large  pool  of 
persons  available  to  do  low  skilled  Jobs.  The  scarcity  of  skilled  and 
highly  trained  persons  urgently  required  by  tne  growing  Mexican  economy 
nas  not  often  been  an  important  concern.  Yet  this  scarcity  has  become 
a  significant  obstacle  to  efficient  economic  development.  The  assembly 
plants  also  are  in  constant  need  of  trained  manpower  (engineers/ 
technicians/  managers/  plant  supervisors/  accountants/  etc.)  Technical 
and  administrative  personnel  have  constituted  aoout  13-14  percent  of 
tne  total  maquiladora  work  force  (Table  Iil-18). 

To  some  extent  maquiiadloras  import  their  skilled  labor/  in  some 
cases  they  train  high  level  manpower/  and  also  tney  nire  trained 
Mexicans.  In  this  last  case/  the  assembly  plants  compete  with  other 
Mexican  enterprises.  This  coipetition  will  be  to  the  detriment  of  the 
country's  economic  development  if  the  maquiladoras  have  "unfair"  market 
power  because  of  their  foreign  connections  and  resources.  2li/  From  the 
Mexican  economic  point  of  view/  it  would  be  better  to  import  the 
technicians  from  abroad/  but  it  would  be  best  to  train  Mexicans  either 


Table  III-18.  Mexico :  Percentage  Composition  of  Work  Force  In  Assembly  Plante 

by  Production,  Technical,  end  Administrative  Workers,  and 
by  Location  (1975-1980) 


1975 

1976 

1977  1978 

(Percent) 

1979 

1980 

ALL  PLANTS 

Production 

86.1 

86.8 

86.9 

86.6 

86.0 

85.3 

Technical 

8.8 

8.3 

8.1 

8.3 

8.6 

9.1 

Admin  Is  t  rat  Ive 

5.1 

4.9 

5.0 

5.1 

5.4 

5.6 

BORDER  PLANTS 

Production 

86.5 

87.1 

87.3 

87.0 

86.4 

85.7 

Technical 

8.4 

8.1 

8.0 

8.2 

8.6 

9.0 

Administrative 

5.1 

4.8 

4.7 

4.8 

5.0 

5.3 

INTERIOR  PLANTS 

Production 

80.5 

84.2 

83.3 

83.0 

82.6 

82.6 

Technical 

14.0 

9.8 

9.3 

9.4 

8.8 

9.2 

Administrative 

5.5 

7.0 

7.4 

7.6 

8.6 

8.2 

Source :  SPP  Tables 


by  setting  up  new  training  tacilities  or  by  senling  tben  abroaj  for 
training. 

The  U.  S.  recession  of  1974o75  was  a  traumatic  experience  for  the 
promoters  of  Mexican  assembly  industries.  Some  maquiladoras  closed 
aown;  many  worxers  were  laid  off.  The  Federal  Reserve  3anlc  of  Dallas 
reported  the  closing  of  30  eaquiladoras  by  April  1975  and  the  loss  of 
aoout  35/000  jobs  or  over  43  percent  of  the  1974  labor  force.  2la/  The 
decline  for  all  of  1975  turned  out  to  be  less  dramatic.  The  net  loss 
was  only  one  plant  between  1974  and  1975  and  anotner  11  in  the 
following  two  years.  But  almost  one  hundred  additional  plants  opened 
between  1977  and  1979.  The  net  job  loss  was  less  tnan  9/300  persons  or 
less  than  12  percent  between  1974  and  1975  and  by  1977/  employment  was 
aoout  2/300  persons  above  the  1974  level  (Table  liX-l).  Value  added 
did  not  decrease  in  nominal  terms  but  fell  12  percent  in  real  terms 
between  1974  and  1975.  Only  border  plant  production  declined/  in  the 
interior  real  plants  value  added  increased  by  2  percent  between  the  two 
years.  (See  Table  II1-2)  216/  Ihus  while  the  impact  of  the  U.  S. 
recession  on  luaquiladora  operations  appeared  swift  and  severe  for  a  few 
months/  assembly  activities  bounced  back  relatively  quickly. 

A  closer  examination  of  Mexican  SPP  and  USITC  data  reveals  that 
the  shock  wave  of  the  U.  S.  recession  concentrated  on  the  electrical 
and  electronics  assemblies.  Apparel  and  textiles  were  not  affected. 
Their  employment  increased  slightly  between  1974  and  1975. 
Geographically/  only  the  border  maquiladoras  appeared  to  have  been 
affected.  Average  yearly  employment  In  the  interior  kept  increasing. 
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On  t.ne  border/  the  impact  was  uneven.  iMogaleS/  bordering  Arizona/  and 
Tijuana/  bordering  California/  suffered  the  nost.  Between  1974  and 
1V75  the  forner  lost  almost  one~third  of  its  employaent  and  more  than  a 
quarter  of  its  output/  the  latter  about  one*seventh.  Cuidad  JuareZ/ 
the  major  maquiladora  center  in  terms  of  value  added/  suffered  no  net 
declines  in  employment  and  production.  Although  many  plants  closed 
there/  new  maquiladoras  opened  and  employment  increased  by  45  percent 
between  1S74  and  1977. 

The  most  striking  relative  drop  in  both  employment  and  output 
starting  in  1974  and  continuing  through  1976/  seemed  to  have  had 
nothing  to  do  with  the  U.  S.  recession  and  took  place  in  ^uevo  Laredo/ 
on  the  far  eastern  Texas  border.  Employment  fell  by  almost  70  percent 
during  that  period  and  value  added  in  real  terms  by  more  tnan  tnat. 

What  happened  there  was  what  one  observer  calls  a  "worker  rebellion/" 
provoked  in  part  by  inter-iabor  union  conflict.  212/ 

Nuevo  Laredo  accounts  for  more  than  one-third  of  "exico's 
temporary  total  net  loss  in  assembly  employment  attributed  to  tne 
1974/7d  U.  S.  economic  downturn  and  a  similar  proportion  for  the 
temporary  decline  in  Mexico's  assembly  production.  If  that  town's 
experience/  wnich  is  unrelated  to  the  U.  S.  recession/  is  deducted  from 
the  national  totals/  recovery  in  Mexico's  assembly  activities  is  even 
faster/  employment  reaching  1974  levels  by  the  end  of  1975. 

The  bulk  of  the  remainder  of  Mexico's  temporary  job  and  production 
losses  of  1975  in  the  maquiladoras  can  be  accounted  for  by  Tijuana  and 
Nogales.  Most  of  the  affected  maquiladoras  in  the  two  towns  were 
plants  of  "fly-by-night"  firms  with  small  easily  portable 
Investments.  213/  Such  firms  arc  particularly  sensitive  to  the  business 


cycle  as  well  as  to  increases  in  wage  rates. 

A  snarp  rise  in  Mexican  aages  aggravated  tne  effects  of  the  U.  S« 
recession.  There  was  an  average  36  percent  jump  in  minimum  wages 
between  1973  and  1974  when  the  consuaer  price  index  increased  only  23 
percent,  wage  increases  kept  on  outpacing  Mexican  inflation  until 
ijlS,  reaching  23  percent  aoove  the  1973  level  in  real  teras  for  the 
country  as  a  whole  and  23  percent  for  the  border  regions  (Table  I1I>9). 
However/  since  all  of  the  output  was  exported/  primarily  to  the  United 
itates/  and  the  peso  rate  of  exchange  remained  fixed/  wage  costs  rose 
with  the  nominal  wage  increases  (especially  for  the  U.  S.  subsidiaries 
that  would  use  dollars  for  working  capital).  Minimum  wages  in 
U.S.  dollars  doubled  between  1971  and  1976  and  even  if  this  increase 
were  deilated  by  some  U.  S.  price  index  relevant  to  the  import  of 
assembly  products  from  Mexico/  real  wage  costs  in  the  assembly  plants 
would  have  risen  oy  well  over  53  percent  during  that  period  (Table  11). 

The  jump  In  minimum  wages  was  reflected  in  the  payroll  cost  per 
employee  which  rose  in  dollar  terms  by  more  than  63  percent  between 
1973  and  1975  (Table  111>8).  If  the  sharp  price  rises  of  the  other 
components  of  Mexican  value  added  are  also  considered/  such  as  rent  and 
utilities/  which  follows  the  much  higher  inflation  in  Mexico  (compared 

to  tl^e  J.S.)/  then  it  can  be  seen  that  the  weaker  assembly  companies 

\ 

could  not  withstand  the  cost  squeeze  in  the  face  of  a  declining 
U.  S.  demand.  The  major  devaluation  of  the  Mexican  peso  during  the 
fina^  months  of  1975  reduced  the  wage  bill  and  other  local  costs  of 
Mexico's  export  industries  **  including  especially  assembly 
production  ••  whose  accounting  must  be  in  tens  of  their  dollar 
earnings.  212/ 
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Jsspite  the  devaluation  relief/  aany  of  the  seail  flrxs  that 
clo;>ed  their  Mexican  plants  during  the  ■id*1973s  did  not  return* 
Although  there  has  not  been  an  explicit  governnent  policy  to  keep  put 
the  *'f ly«bynlghts"  (firms  that  want  to  take  a  quick  profit  and  run)/  a 
certain  seif -pol icing  by  the  assembly  industry  has  taken  place  since 
that  time.  All  the  major  industrial  parks  screen  the  applications  for 
tne  establisheent  of  plants  with  an  eye  toward  keeping  out  plants  that 
do  not  promise  reasonable  stability  and  continuity.  22A/ 

Taerefore/  the  composition  of  assembly  plants  in  Mexico  changed 
and  oy  the  end  of  the  decade  there  was  a  considerably  higher  proportion 
of  well  established  and  reputable  companies  operating  in  the  country 
than  during  the  early  197Cs.  221/  Investment  per  worker  in 
(J.  S.  majority  owned  subsidiaries  (MOPA)/  2k2/  as  reported  by  the 
industrial  census  of  the  U.  S.  Department  of  Commerce  for  1977  was 
about  ten  times  the  level  recorded  by  the  Mexican  industrial  census  for 
1970  and  a  1972  estimate  (Table  111-7).  for  1973  and  1974/  the  Mexican 
government  estimates  were  more  than  double  the  1970  and  1972  figures/ 
but  still  only  a  fraction  of  the  U.  S.  census  numbers.  Although  the 
U*  S.  data  include  net  assets  of  plant  property  which  is  not  recorded 
in  the  Mexican  figures  and  the  MdFAs  probably  encoipass  the  largest 
enterprises/  the  data  still  point  to  a  significant  increase  in  capital 
per  worker  toward  the  end  of  the  decade.  222/ 

Ihus/  given  a  mix  of  more  responsible  companies  and  a  higher 
investment  in  assembly  operations#  one  can  assume  that  maquiladoras 
will  be  less  prone  to  "pack  up  and  go"  whenever  negative/  but 
temporary/  forces  are  encountered*  Of  course  a  severe  and  prolonged 
deterioration  of  econoalc  conditions/  such  as  a  confluence  of  a 
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substantial  (!•$•  recession  and  steep  Mexican  wa^e  ani  price'^cises 
relative  to  U*S*  inflation  coablned  with  a  fixed  rate  of  exchange/  can 
again  lead  to  dramatic  losses  of  maquiladora  income  and  eaoloyient* 

III  summary:  the  dependency  issue  merits  concern*  Assembly 
production  may  be  more  sensitive  to  external  econoaic  conditions  and 
decision  making  than  other  econoaic  activHles  within  Mexico.  After 
all/  offshore  assemoly  has  oeen  exclusively  oriented  toward  exports  and 
it  is  natural  that  sales  will  depend  on  foreiin  aarkets.  These 
activities  also  are  tied  to  foreign  decision  maxing/  either  through 
operation  of  foreign  subsidiaries  or  through  international 
subcontracting.  Sensitivity  and/  therefore/  instability  will  be  larger 
when  the  role  of  weaxer  and  short  run  profit  maximizing  firms  in  the 
assembly  operations  is  greater. 

yet  it  was  snoun  that/  despite  tne  presence  of  such  unstable 
firms/  the  downturn  in  assembly  operations  beginning  in  1:^74  that  could 
be  attributed  to  the  U.  S.  recession  was  relatively  lild  and  short 
lived.  Other  factors  which  were  internal  in  nature/  such  as  the 
"worker  rebellion"  in  Nuevo  Laredo/  sharp  wage  increases  and  a  general 
acceleration  in  inflation  accounted  for  a  large  part  of  the  setback  In 
maquiladora  activities  lasting  through  1976.  In  this  connection  it  Is 
important  to  note  that  the  growth  of  Mexico's  econoaic  activities  as  a 
whole  declined  significantly  between  1974  and  1976.  It  was  the  most 
prolonged  and  savara  slowdown  In  Mexico's  recent  history.  22i/ 
Manufactured  exports/  not  including  assembly  plants/  decreased  In 
nominal  dollar  terms  by  14  percent  between  1974  and  1975  225/  (in 
volume  terms  the  decrease  was  considerably  higher).  This  general 
slowdown  had  much  more  to  do  with  Mexico's  Internal  policies  than  with 
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external  events  and  decisions*  ^ 

T.ie  maquiladoras  are  of  aore  tnan  trivial  siqnificance  for  Mexico. 
*hile  they  are  not  the  enqine  for  Mexico's  economic  development/  they 
have  been  important  qenerators  of  income/  employment  and  foreign 
exchange,  despite  their  positive  and  important  contributions/  however/ 
assembly  activities  have  been  viewed  with  some  ambivalence  by  Mexican 
policy  makers.  Most  Mexicans  are  not  proud  of  assembly  operations. 

Tney  are  considered  by  some  as  a  demeaning  activity/  a  service 
performed  for  foreigners/  such  as  taking  in  their  dirty  laundry*  22i/ 

The  special  treatment  of  these  activities  is  reflected  in  the  way 

( 

'  a  sale  of  assembly  products  abroad  is  accounted  for  in  Mexico's  balance 
of  payments/  not  as  an  export  but  as  a  service/  just  like  tourism/ 
transportation  and  insurance. 

The  government  does  not  seem  to  go  out  of  its  way  to  promote 
investments  in  offshore  assembly  operations.  In  a  recent  16  page 
special  auvertising  supplement  sponsored  by  Mexico/  maquiladoras  or 
assembly  activities  were  not  mentioned  once/  although  Investment  in 
manufacturing  was  featured  conspicuously.  222/  The  d.S.  businessman 
would  not  know  by  reading  the  supplement  that  offshore  assembly 
opportunities  existed  in  .Mexico/  much  less  that  such  activities 
generated  over  $2.3  billion  of  U.S.  Imports  (including  J.S.  components) 
from  Mexico  in  1980. 

In  part/  the' lack  of  enthusiasm  is  due  to  the  isolated  nature  of 
assembly  activities.  Not  only  do  they  tend  to  oe  geographically 
concentrated/  but  their  products  are  generally  not  permitted  to  be  sold 
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to  'Mexican  users  and  consuaars.  Other  linkages  are  also  aiS^lng  or 
tfeaic«  aesides  labor/  rent/  and  utilit/  services/  assenbl/  plants  bu/ 
very  little  froo  Mexican  suppliers.  Add  to  that  the  perception  that 
maquiladoras  constitute  a  stage  of  international  capitalism  serving  the 
interests  of  foreign  ouners/  that  maquiladoras  do  little  to  train  and  ' 
upgrade  tne  labor  force/  and  that  because  of  this  and  other  poor 
linkages  there  is  hardly  any  transfer  of  technology  to  the  rest  of  the 
economy/  and  the  image  emerges  of  an  enclave  activity  that  indeed  makes 
a  small  contribution  to  Mexico's  economic  development* 

.tot  only  that/  but  whatever  contribution  there  might  be  is 
perceived  as  unreliable  because  the  activities  depend  so  much  on 
outside  economic  conditions  and  on  the  whims  of  foreigners  whO/ 
searching  the  world  for  opportunities  for  easy  profit/  are  quick  to 
transfer  their  business  to  the  lowest  wage  country*  This  instability/ 
seemingly  built  into  the  offshore  assembly  production  system/  would 
tnus  uestroy  the  possioillty  of  long  term  planning  for  the  use  of 
maquiladoras  in  the  country's  economic  progress* 

That  this  picture  is  a  caricature  of  the  real  world  was  shown*  As 
in  all  caricatures  the  basic  features  that  provoke  the  exaggerations 
are  present*  Some  need  little  exaggeration  to  be  outstanding*  Among 
tnese  is  the  tiny  proportion  of  national  materials  used  in  the  assembly 
process* 


&u&2iis£.£;afilflciss 

Minilui  national  content  requirements  in  assemoly  production  are 
unlikely  to  be  effective  in  improving  its  backward  linkages*  They  may/ 
however/  have  negative  effects/  driving  some  assembly  plants  out  of 
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business  and  restricting  the  operation  of  others.  Raising  efficiency 
in  order  to  lower  costS/  better  quality  control/  higher  production 
capacity/  better  planning  of  delivery  schedules/  and  the  other  basic 
prerequisites  for  becoiing  a  successful  supplier  of  maquiladoras  cannot 
be  decreed  but  must  be  achieved  through  subtle  policy  and  technical 
assistance. 

As  long  as  trade  restrictions  insulate  the  Mexican  producer  from 

foreign  competition/  and  there  is  domestic  economic  growth/  he  will 

* 

fina  It  easier  to  work  only  for  the  national  market  because  ne  need  not 
worry  about  world  prices  or  the  more  exacting  requirements  of  exporting 
and  of  the  assembly  plants.  Under  those  circumstances/  special 
incentives  to  enable  »iexican  producers  to  pay  for  technical  assistance 
services  would  help  to  expand  the  benefits  of  asseioly  production  for 
Mexico's  economic  development.  22£/ 

It  Should  be  noted  that  raising  the  Mexican  content  of  assembly 
exports  to  the  United  States  would  increase  the  share  that  is  dutiable 
unaer  307.00/306.30  tariff  items.  This  should  not  prove  to  be  a 
deterrent/  if  Mexican  supplies  become  cost  competitive  with  the 

production  of  U.S.  components/  because  the  additional  ' 

U.S. duties  •*  which  are  generally  low  —  are  unlikely  to  offset 
tne  saving  in  the  transportation  of  U.S.  components  for  most  products. 

For  those  products  where  the  net  cost  would  be  positive/  special 

subsidies  say  be  appropriate  if  tne  integration  benefits  are  considered 

high  in  the  long  run.  21^2/  i 
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A  saall  but  significant  shift  in  the  location  of  aaguiladoras  has 
taken  place  which/  if  it  accelerates/  can  greatly  strengthen  the 
linkages  of  assembly  operations.  Ever  since  the  (Mexican  governaent 
regulation  issued  in  October  1972  permitted  the  establishsent  of 
in-bond  plants  almost  anywhere  in  Mexico/  assembly  plants  have  emerged 
in  the  interior  in  increasing  numbers  (Table  III-l).  230/  They 
constituted  less  than  4  percent  of  the  total  in  1973  and  more  than  11 
percent  in  1930/  still  a  small  proportion/  but  apparently  growing.  As 
Shown  in  this  chapter/  the  interior  plants  have  consistently  bought  a 
much  larger  proportion  of  Mexican  naterials  than  the  border  plants  have 
done.  In  1980  about  ten  percent  of  tne  materials  used  in  tne  assembly 
^  operations  of  interior  plants  ware  domestic/  compared  to  the  border 
plants  that  imported  over  99  per  cent  or  their  requirements  from 
abroad.  Although  a  ten  percent  national  materials  content  is  still 
siuall  it  is  more  than  ten  times  larger  than  for  the  border  plants  and 
the  proportion  is  on  tne  rise  (Table  Ill-b).  231/ 

From  the  geographic  viewpoint  alone/  decentralizing  the  plants 
irom  the  border  to  tne  interior  vouid  have  integrative  effects  on 
assembly  industries,  tlot  only  would  there  be  less  geographic  isolation 

froa^the  rest  of  Mexico/  but  the  payroll  generated  oy  maquiladoras 

\ 

could  not  leak  easily  across  the  border  to  the  United  States.  The 

further  removed  the  plants  are  from  the  border  the  greater  the 

% 

proportion  of  payroll  that  would  be  spent  within  Mexico. 

Another  advantage  of  opening  the  whole  country  to  in-bond  assembly 
operations  is  that  special  attention  can  be  given  to  seriously 
depressed  areas  of  Mexico  in  the  location  of  maquiladoras.  Some 
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incentives  were  alread/  provided  in  Mexico's  current  industrial 
development  plan  (such  as  difisrentlai  rates  for  energy)#  and  a  recent 
decree  (published  in  the  aiarlo.af jcigl*  Septeaoer  12#  1933)  provides 
for  tax  credits  and/or  accelerated  depreciation  for  investments  in 
industrial  parks#  the  magnitude  of  the  credits  depending  on  where  the 
industrial  park  is  developed.  Incentives  especially  oriented  toward 
ma^iuxladoras  may  be  needed  to  accelerate  the  estaolishment  of  assembly 
plants  in  Mexico's  poverty  areas  that  suffer  froj  vast  underemployment. 
It  really  does  not  matter  unether  assembly  industries  give  employment 
primarily  to  women  because  any  income  generation  will  be  of  great 
benefit  in  regions  of  abject  economic  misery.  212/ 

The  natural  attraction  of  the  interior  for  maguiladoras  is  the 
significantly  lower  wage  levels  there  compared  to  tne  border  regions 
(Tables  111*10-13).  uffsetting  this  attraction  are  increased 
transportation  cost  and  generally  poorer  infrastructure  for  linking  the 
interior  to  the  north#  as  well  as  greater  delay  and  "hassle"  in  the 
Mexican  and  J.  S.  customs  procedures  in  getting  the  products  across  the 
border.  212/  bhile  these  problems  have  affected  mainly  transportation 
and  communications  with  the  United  States#  the  maquiladoras  in  the 
interior  have  had  closer  contacts  witn  Mexican  firms  that  are  nearby  or 
more  accessible.  Shorter  distances  and/or  better  transportation 
facilities  enable  Mexican  suppliers  to  comply  more  easily  with  delivery 
schedules.  To  some  extent  at  least#  this  would  explain  the  higher  use 
of  domestic  materials  by  the  interior  maquiladoras. 
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Another  laportant  aspect  of  the  integration  prohlen  is  the  degree 
of  foreign  ownership  of  the  aaguiladoras*  The  higher  that  degree^'the 
greater  the  ties  with  the  foreign  country  ••  aainly  with  the  United 
States  —  rather  than  with  'texico.  It  can  be  argued#  therefore#  that 
increased  Mexican  ownership  would  strengthen  tne  linles  of  assembly 
industries  with  the  rest  of  the  national  econoay. 

Since  relatively  more  of  the  smaller  than  of  the  larger 
maguilaaoras  are  Mexican  held  #  a  change  in  the  ownership  pattern  would 
require  eitaer  that  control  of  at  least  soae  of  the  aajor  subsidiaries 
of  giant  multinational  companies  must  pass  into  Mexican  hands  or  that 
more  Mexican  capital  must  be  Involved  in  the  expansion  of  existing 
assembly  plants  or  in  tne  establishment  of  new  large  maguilaJoras*  To 
achieve  such  a  shift  in  ownership#  two  major  obstacles  must  be 
overcome*  First#  tne  U*S*  company  might  not  feel  coifortable 
subcontracting  with  a  Mexican  firm  for  assembly  operations  that  deal 
with  complex  and  high  technology  products  if  tne  U*  S*  international 
company  Joes  not  control  the  manufacturing  process*  Not  only  might 
closely  held  production  technologies  be  exposed  to  potential 
competitors#  but  it  is  risky  to  let  outside  subcontractors  do  delicate 
precision  operations  for  which  the  U*S*  companies  must  still  bear  full 
responsibility. 

The  second  problem  is  that  Mexican  firau  may  not  find  aaguila 
ownership  a  very  attractive  business.  Mexican  capitalists  may  feel 
much  more  comfortable  in  economic  activities  oriented  to  the  domestic 
market  with  which  they  are  more  familiar  and  where  trade  restrictions 
protect  their  profits*  Ownership  and  operation  of  maquiladoras  may 
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look  like  too  much  effort  if  performance  standards  are  hign«t  and 
specilicatlons  more  exacting  than  working  for  the  domestic  economy;  in 
addition/  foreign  deeand  for  assembly  production  is  not  guaranteed'  and 
it  may  seem  risky  to  depend  on  the  ups  and  downs  of  inscrutable  foreign 
murkets. 

Some  of  these  difficulties  can  eventually  be  overcome  through 
appropriate  public  policy.  Thus  if  Mexican  policy  makers  conclude  that 
lowering  trade  barriers  would  be  desirable  for  the  nation's  economic 
aevtoiopment/  measures  toward  that  end  might  also  lower  the  opportunity 
costs  for  i^exican  firms  to  go  into  the  assembly  business.  In  addition/ 
a  powerful  inducement  for  Mexican  capital  to  venture  into  maquila 
activities  would  be  to  eliminate  the  restrictions  on  firms  to  carry  on 
production  activities  for  the  domestic  market  and  undertake  assembly 
operations  for  foreign  markets  at  the  same  time.  Incentives  would  be 
reinforced  by  lifting  restrictions  on  the  sale  of  in>bond  assembly 
projucts  on  tne  domestic  market  (but  these  sales  should  not  be  exempted 
from  paying  customs  duties  on  the  imported  materials), 

Such  an  arrangement/  which  at  first  sight  might  appear  difficult 
to  administer/  would  permit  the  fuller  utilization  of  excess  capacity 
in  existing  companies;  it  will  also  reduce  the  risx  in  establishing  new 
plants  for  assembly  operations  because  the  plants  can  be  used  for 
domestic  production  as  well/  thus  helping  to  smooth  out  business 
fluctuations.  The  administration  of  this  would  be  no  more  complex 
than/  say/  administering  an  export  subsidy  program  that  applied  to 
plants  that  produce  both  for  exports  and  the  home  market.  In  order  to 
avoid  charges  of  unfair  competition  from  powerful  foreign  maquiladoras/ 
it  might  be  considered  that/  at  least  initially/  the  opportunity  to 
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sell  on  t.^e  doiesttc  market  be  limited  to  companies  that  have  Mexican 
majority  ownership  as  would/  under  current  Hexican  iaw/  apply  in  any 
case  to  non-maquila  investment*  For  the  reasons  indicated  earlier/ 
noaever/  maiuiiadoras  in  high  technology  and  specialty  machinery 
industries  would  proba.oly  remain  under  foreign  (prinarily  (J*  S*) 
control  for  some  time  to  come. 

Ahile  a  '■Mexican  movement  toward  freer  trade  might  lay  the 
groundwork  for  raising  the  efficiency  of  Mexican  firms/  that  process 
couid  be  accelerated  through  technical  assistance*  Just  as  foreign 
assembly  plants  could  assist  Mexican  firms  in  meeting  cost/  quality  and 
other  criteria  in  supplying  materials  required  ay  maquiladoras/  Mexican 
firms  interested  in  doing  assembly  on  a  subcontracting  basis  might  also 
neea  technical  assistance*  Such  a  program  would  be  under  the 
sponsorship  of  the  Mexican  government  which  would  also  help  finance  it 
througn  subsidies  for  Mexican  businesses  that  wish  to  become  suppliers 
or  operators  of  maquiladoras*  m/  To  some  extent  this  situation  would 
resemble  the  manner  by  which  Japanese  companies  absorbed 
b.  S*  technology  in  the  postwar  years* 

/he  thrust  of  the  maquiladora  program  as  sketched  in  this  section 
is  directed  toward  Increasing  Mexican  involvement  in  assembly 
activities*  This  appears  tb  have  been  the  intent  of  tne  Mexican 
government  since  the  early  promotion  efforts*  Z1&/  Ih  presidential 
speecnes  and  pronounciements/  as  well  as  in  special  government  reports# 
the  theme  of  maquiladora  induced  stimuli  to  Mexican  industrialization 
has  come  up  repeatedly*  2^2/ 

k _ ^ _ _ _ 
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Tne  main  points  maJe  here  are  that  a  moveaent  toward  gf^ater 
Mexican  participation  in  asseably  activities  would  require  (a)  transfer 
01  technology  through  technical  assistance  for  new  and  existing  Mexican 
firms  that  plan  to  establish  assembly  operations  or  plan  to  supply 
maquiladoras  with  materials  and  components  that  were  previously 
imported;  (o)  training  of  Mexican  personnel  for  the  assembly  plants  and 
for  the  suppliers  of  assembly  plants;  and  (c)  easing  of  maquiladora 
restrictions  in  order  to  enable  Mexican  firms  to  produce  for  the  home 

i 

market  and  assemble  for  exports  as  well  as  for  the  home  market  (with 
payment  of  the  appropriate  customs  duties)^  all  witnin  the  same  plant. 
The  implicit  argument  here  is  that  the  best  technical  assistance  and 
training  can  be  provided  "on  Che  job”  by  the  companies  directly 
involved  in  assembly  production.  Foreign  collaboration  in  (a)  and  (b) 
would  not  be  cost  free.  Therefore  subsidies  would  be  needed.  In 
addition/  disincentives  may  be  required  in  order  to  prevent  the 
companies  from  bidding  for  scarce  technical  and  skilled  personnel.  Tax 
incentives  or  disincentives  could  be  applied  to  insure  that  foreign 
companies  assume  the  training  responsibility* 

in  important  note:  The  integration  policies  suggested  here  can  be 
viewed  as  being  detrimental  to  iexico;s  economic  development.  Mexican 
capitalm  it  can  be  argued/  could  bring  greater  long  run  social  returns 
in  sectors  other  than  the  supply  and  operation  of  assembly  production* 
This  thinking  would  emphasize  investment  in  capital  intensive 
manufacturing  as  well  as  in  infrastructure/  including  education/  rather 
tnan  putting  scarce  national  capital  into  export  production  with  as  yet 
limited  linkages. 


The  choice  between  policies  to  promote  and  national!/  Integrate 
assembly  production/  and  policies  to  ignore  that  activity  in  favor  of 
investing  domestic  resources  elsewhere/  depends  on  the  evaluation  of 
tne  magnitudes  of  the  external  economies  and  long  run  social  benefits 
involved  in  both  sets  of  policies.  The  choice  is  also  related  to  the 
existing  degrees  of  protection/  both  in  Mexico  and  Mexico's  trading 
partners.  These  could  help  determine  how  profitable  it  is  to  produce 
for  the  domestic  marxet  compared  to  export  production. 

In  tne  discussion  in  this  chapter  the  conclusion  was  reached  that/ 
given  the  facts  of  low  capital-labor  and  captlal-output  ratios  In 
assembly  production/  it  would  make  sense  to  continue  and  expand  this 
activity  in  Mexico/  provided  that  It  could  be  better  integrated  Into 
tne  country's  economic  development  in  order  to  maximize  long  tern 
external  economies.  The  judgement  was  made  here  that  maintaining  the 
foreign  enclave  nature  of  assembly  operations  will  become  increasingly 
oojectionabie  in  Mexico. 

Nothing  in  the  integration  policies  suggested  here  is  intended  to 
diminish  the  total  capital  availability  for  the  country,  foreign 
investment  in  maquiladoras  should  not  be  discouraged/  but  Mexican 
involvement  in  this  sector  should  be  encouraged.  The  idea  is  to 

incr'ease  the  role  of  Mexican  captlai  in  the  of  assembly 

\ 

activities. 

% 

it  is  unlikely  that  these  policies  will  be  at  the  expense  of  vital 
human  and  physical  infrastructure  investment.  It  is  still  open  to 
question  whether  they  will  reduce  availability  of  national  capital  in 
other  sectors/  and/  if  so/  whether  this  is  an  appropriate  allocation  of 
scarce  resources.  As  with  many  economic  development  questions/ 
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hoyever#  answers  depend  on  tne  evaluation  of  short  and  long  run  social 
costs  and  benefits.  That  evaluation  often  defies  the  capacity  of 
eiopiricai  econoaic  research  and  therefore  rests  on  the  judgeients  of 
policy  makers, 

iidafi.d&liCiilS 

Mexican  policies  on  behalf  of  assemoly  industries  have  been  viewed 
witn  suspicion  by  Mexican  intellectuals  and  also  by  some  government 
oiticials.  It  has  always  been  assumed/  not  without  some  justification 
given  the  historical  record/  first/  that  the  icey  to  maguiladora 
development  is  foreign  investient;  second/  that  the  key  to  increased 
foreign  investment  in  assembly  plants  is  to  maintain  the  wage  gap 
between  Mexico  and  the  United  States  as  wide  as  possible;  and/  three/ 
tnat  therefore  all  incentives  to  promote  assembly  activities  in  Kexico 
must  take  the  form  of  reducing  Mexican  labor  costs.  223/  This  would 
inevitably  lead  to  making  concessions  to  the  foreign  companies  by 
bending  national  labor/  tax  and  other  laws.  Various  requests  for 
concessions  have  oeen  reported/  including  "the  establisning  of  a 
special  labor  code  to.  .  .  employ  workers  on  temporary  contracts/"  2 39/ 
easier  dismissals/  tax  relief  for  workers  who  would  receive  less  than 
minimum  wages/  lower  social  security  payments  for  a  shorter  work  week/ 
etc.  2i!l/  In  effect/  some  of  these  proposals  imply  sacrificing  for  a 
special  group  of  Mexican  workers  many  of  the  social  gains  earned  by 
Mexican  labor  over  many  years. 

The  policies  proposed  nere  to  increase  the  benefits  of  assembly 
activities  for  Mexico/  can  be  implemented  without  reducing  fringe 
benefits  and  without  keeping  wages  artificially  low.  "On  the  other 
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hand/  tne  effect  of  labour  and  incoae  policies  has  oeen  to  Tncrease  the 
price  of  labour  services  due  to  social  security  payaents/  payroll 
taxes  and  the  safeguarding  by  trade  unions  of  high  aages  achieved 
through  restrictive  hiring  practices."  241/  Therefore/  "that  the  social 
price  of  .  .  .  labour  Cisd  less  than  the  narket  price  increases  the 
social  profitability  of  the  maqulla  industries."  242/ 

It  is  not  at  all  clear  that  labor  has  been  disadvantaged  by 
iuagutla  operations.  Even  in  the  nore  subtle  area  of  a  possible 
"deskilling"  of  the  labor  force/  no  convincing  evidence  has  been  found 
tnat  points  in  that  direction.  Not  all  assembly  work  is  at  tne  same 
skill  level.  The  industrial  countries  first  will  transfer  offshore  the 
lowest  skilled  operations.  As  the  labor  force  in  offshore  countries 
becomes  more  adept  and  international  competition  In  the  affected 
product  lines  becomes  more  keen/  more  skilled  asseibly  work  will  move 
auroad.  These  movements  may  coincide  with  wage  shifts  in  the  assembly 
countries.  As  wage  levels  rise  in  some  countries  (relative  to  others)/ 
more  sopnistlcated  assembly  operations  may  be  transferred  to  them. 

Tnis  seems  to  have  been  the  case  in  Singapore  and  Mexico. 

As  was  mentioned  earlier/  the  evidence  points  to  shifts  of  lowest 
sxilled  assembly  operations  within  Mexico  from  the  border  to  the 
interior  where  wages  are  lower.  In  the  aftermath  of  the 
U.  S.  recession  and  more  recently/  as  wage  levels  continue  to  rise# 
several  assembly  firms  at  tne  border  have  spun  off  maguiladoras  into 
the  interior/  transferring  the  most  unskilled  operations  there  and 
keeping  and  receiving  more  skilled  assembly  processes  at  the  high  wage 
border.  If  such  movements  become  generalized  across  countries#  the 
"deskiliing"  arguments  discussed  earlier  will  have  to  be  viewed  with 


Judging  by  the  jix  ol  industries  in  various  countries  with  siallar 
tran^iportatlon  costs  to  the  United  States/  there  appears  to  exist  a 
fairly  significant  relationship  between  wage  levels  and  average  skills 
of  assembly  work  associated  with  the  industries  prevalent  in  the 
countries.  Thus  Haiti  with  the  lowest  wage  levels  in  the  Caribbean 
Basin  (including  Mexico  and  Central  Anerica)  has  the  highest  proportion 
of  its  assembly  joos  in  sporting  goods/  toys  and  dollS/  and  apparel/ 
product  lines  usually  considered  as  reguiring  the  least  skilled  labor 
(Table  IV-i).  £1  Salvador/  which  nas  higher  wages/  las  also  a  nigher 
proportion  of  electronics  and  other  asseably  jobs  associated  with  a 
sovewhat  higher  skill  level  than  Haiti's  product  aix.  And  Mexico/  with 
the  highest  wage  levels/  appears  to  have  the  mix  of  the  eost 
sophisticated  asseably  industries  requiring  the  highest  skill  level  of 
tiie  countries  in  tae  region.  Furthermore/  over  time/  the  skill  level 
In  assembly  operations  will  tend  to  rise  within  a  given  country/  as 
appears  to  have  been  tne  case  within  Mexico/  based  on  the  change  in  the 
composition  of  its  assembly  products  (Tables  111-4  and  1I-A.2). 

For  a  long  time  labor  costs  in  Mexico  have  oeen  considerably 
higher  tnan  in  other  countries  offering  offshore  assembly  opportunities 
(Table  11-3).  Tet  for  the  reasons  mentioned  earlier/  non-wage 
advantages  of  Mexico  have  tended  to  offset  tne  wage  disadvantage.  It 
will  take  additional  large  increases  in  wages  and  labor  benefits  before 
U.  S.  companies  will  shift  their  offshore  assembly  activities  away  from 
Mexico  to  a  significant  extent. 
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The  najor  wage  rises  during  the  early  and  «icl*-1970s  diT  affect 
production  and  enploynent  in  tne  maquiladoras  but  only  in  combination 
witn  the  U.  S«  recession.  While  employment  in  the  border  maquiladoras 
dropped/  the  employment  level  in  the  interior  plants  was  at  first 
almost  unafiected  (only  a  4  percent  decline  over  a  period  of  two  or 
tnree  months)/  but  later  increased  substantially/  as  firms  shifted  some 
production  from  the  border  to  the  lower  wage  interior. 

There  is  no  evidence  that  there  has  been  a  significant  loss  of 
assembly  work  from  Mexico  to  other  developing  countries/  although  tne 
•age  gap  may  nave  widened  during  the  1970s.  i3f  the  major  product 

groups/  only  in  semiconductors  did  Mexico's  world  share  of  assembly 
production  collapse/  from  a  high  of  aoout  28  percent  in  1971  to  less 
than  H  percent  in  1980  (Table  II>A.2).  3n  the  other  hand/  in  other 
electrical  and  electronic  assemolies/  Mexico  has  dona  rather  well 
compared  to  other  countries.  In  TV  apparatus  and  parts/  for  example/ 
Mexico  is  now  far  aaead  of  any  otner  assembler/  having  doubled  its 
world  assembly  share  from  about  one'third  during  the  late  '60s*early 
'7Cs  to  more  than  two-thirds  in  196d  (Table  I1-A.2  and  III-A.5). 

Before  Mexico  loses  significant  assembly  business/  the  wage 
differential  between  Mexico  and  other  developing  countries  must  grow 
»uDstantiaiAy  and  not  be  offset  by  transportation  anl  other  costs.  In 
the  case  of  semiconductors/  the  items  are  small  and  light/  and 
transportation  costs  (even  by  air)  are  almost  insignificant.  Thus  the 
laoor  cost  gap  between  Mexico  and  Malaysia/  always  sizeable/  has 
apparently  become  large  enough  during  the  1970s  to  overwhelm  Mexico's 
advantage  of  geographic  and  cultural  proximity.  2ii/ 
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In  the  case  of  the  product  group  aotor  vehicle  parts  (which 
includes  motorcycles/  tractors  and  off^the^highway  type  work  vehicles)/ 
.".exico's  share  of  world  assembly  operations  also  declined 
significantly/  from  aoout  62  percent  during  1974-1975  to  about  16 
percent  in  1980  (Table  This  drop/  however/  had  nothing  to  do 

with  losing  out  to  other  developing  countries  because  of  higher  '(exican 
wages/  out  was  due  to  the  fact  that  during  the  iBid-l970s  Japan  started 
to  export  to  the  United  States  products  In  this  broad  ITC  category 
under  U.  S.  tariff  item  807.03.  Japanese  production  qualified  to  enter 
the  United  States  under  807.00  by  using  il.S.  components/  although  in 
relatively  small  amounts.  Zii,/  These  imports  from  Japan  cannot  be 
considered  "offshore  assemblies"}  in  1960  almost  99  percent  of  the 
807. C3  imports  consisted  of  value  adled  (xncluiing  components)  in 
Japan. 

The  corresponding  proportion  for  Mexican  motor  vehicle  parts 
(consisting  of  .Mexican  and  non-U.  S.  components  and  Mexican  value 
added)  was  69  percent.  This  is  the  highest  percentage  of 
non-U.  S.  value  for  any  major  group  of  products  assembled  In  .Mexico. 
:<evertheless  these  are  assemblies  produced  for  U.  S.  automobiles  and 
automotive  products  and  not/  as  in  the  case  of  Japan/  foreign 
(Japanese)  automotive  products  —  with  a  tiny  proportion  of 
U.  S.  components  —  exported  to  the  United  States. 

Thus  Mexico's  partial  loss  of  the  U.  S.  market  was  not  to  the 
benefit  of  some  other  developing  countries  whose  wage  costs  may  have 
been  lower.  Except  for  Brazil/  which  had  about  5  percent  of  the 
U.  S.  market  in  1978  (when  Mexico's  share  was  22  percent)/  there  are  no 
other  developing  countries  that  export  products  in  the  "motor  vehicle 


parts'*  category  to  the  United  States  under  tariff  iteas  897750  and 
806. 30*  Even  Brazil  is  not  a  developing  country  in  this  respect/ 
because/  like  Japan/  it  produced  its  own  automotive  products  for 
exports  to  the  u.  S*  /  using  only  a  minute  proportion  of 
U.  S.  coaponents  (about  1  percent  in  1978)  which  qualified  the  imports 
from  brazil  for  inclusion  in  U*  S.  806*3)/607*0)  statistics. 

The  value  of  Mexican  assembly  of  automotive  products  continued  to 
increase  even  after  the  precipitous  decline  of  Mexico's  world  share 
started  in  the  uiid>1973s/  rising  from  $30  million  in  1974  to  $103 
million  in  19SC.  During  this  time/  Mexican  wages  remained 
substantially  higher  than  in  other  developing  countries/  but  the  wage 
disadvantage  was  offset  by  transportation  costs  which  are  very  high  in 
this  product  category.  Mexican  wages  would  have  to  approach 
U.  3.  wages  much  more  closely  before  they  overwhelm  the  proximity 
advantage  and  expel  the  offshore  production  of  the  items  in  the  motor 
vehicle  parts  category  to  other  developing  countries. 

In  sum/  there  have  been  remarkably  few  major  shifts  in  offshore 
assembly  activities  at  the  expense  of  Mexico.  Thus  tne  perception  of 
the  high  sensitivity  of  offshore  assembly  operations  to  changes  in 

e 

relative  wages  seems  to  go  counter  to  Mexico's  experience. 

'a  similar  conclusion  can  be  drawn  regarding  the  perception  of 
Mexico's  assembly  sensitivity  to  changes  in  the  U.  S.  business  cycle. 
As  discussed  earlier  in  this  chapter/  the  severe  0.  S.  recession  of 
1974*75  did  have  a  significant  impact  on  maquiladora  operations.  The 
notion/  however/  that  in  an  economic  downturn  in  the  United  States/  th 
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first  activities  to  be  closed  down  would  be  offshore  asseibrV  was  not 
oorne  out  by  the  facts  in  Mexico  despite  the  presence  at  that  tine  of  a 
high  proportion  of  unstable  coapanies  seeking  a  luick  profit.  The. drop 
in  aaguiladora  employment  from  the  pre-recession  peak  in  the  second 
quarter  of  1974  to  the  trough  in  the  first  quarter  of  1975  was  somewhat 
over  15/373  persons  or  about  19  percent.  Tnis  is  serious  enough/ 

but  less  than  halt  of  what  was  stated  in  several  accounts  of  the 
impact/  2i2/  and/  as  discussed  earlier/  luch  of  the  decline  was 
unrelated  to  the  recession. 

The  Important  question  is  what  are  the  likely  effects  of  future 
U.  S.  recessions.  It  can  be  argued  that  the  impact  on  Mexico  will  be 
less  dramatic  than  in  1974-75.  There  is  now  a  higher  proportion  of 
stable  maquiladora  firms  because  many  of  the  small  and  fly-by-night 
operators  were  shaken  out  during  the  last  recession.  Furthermore/ 
given  the  more  established  nature  of  assembly  activities  since  the 
niid-1970s/  economic  considerations  may  motivate  U.  S.  companies  to  cut 
their  high  cost  assembly  operations  in  the  United  States  first  before 
reducing  their  lower  cost  offsnore  activities.  This  was  the  usual 
response  of  maquiladora  managers  when  interviewed  in  Nogales  and  Juarez 
during  March  1980  when  a  new  J.S.  recession  tnreatened.  The  same 
reaction  was  also  noted  in  a  U.  S.  embassy  cable  from  Mexico  City  which 
stated  that  "managers  emphasize  that  ...  maquiladoras  will  look  even 
more  attractive  to  U.  S.  corporations  in  a  recession  as  a  means  of 
cutting  costs/  and  minimizing  the  effects  of  a  ousiness  slowdown  in  the 
United  States"  (cable  dated  January  21/  1980). 
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liluat  could  prove  to  be  a  major  hazard  to  naquila  operafloas  in 
Mexico/  however/  is  the  combination  of  a  U«  S.  recession  with  a 
serious  overvaluation  of  the  Mexican  peso  relative  to  the  U.  S.  dollar. 
Tnis  would  malce  wages  and  other  peso  expenditures  in  Mexico  expensive 
for  U.  S.  companies  and  raise  the  costs  of  Mexican  operations  relative 
to  ii.  a,  production*  As  of  this  writing  (mid*l981)/  the  overvaluation 
ot  the  peso  is  as  great  as  it  has  been  during  recent  History  Zii/  and 
may  vitiate  the  optimism  of  the  maquiladora  managers  expressed 
above. 


6 .  IHELIC&II 

what  remains  to  be  explored  is  wnether  the  policy  tnrust  suggested 
on  behalf  of  Mexico's  economic  development  is  also  in  the  economic 
interest  of  the  United  States*  Viewed  only  from  a  short  run 
perspective/  there  is  no  way  whereby  suddenly  delinking  assembly 
operations  from  the  United  States  will  not  negatively  affect  profits  of 
U.S.  companies  and  incomes  of  U.S.  workers.  If  Mexican  capital 
succeeds  in  taking  over  and  in  running  efficiently  a  larger  share  of 
assembly  activities/  including  the  supply  of  some  of  the  materials  and 
components  that  were  formerly  imported  from  the  United  States#  then  it 
Will  appropriate  part  of  the  profits  previously  earned  by  U.S. companies 
anJ  reduce  the  employment  of  U.S*  labor  producing  components  for 
assembly. 

It  can  be  argued/  however/  that  in  the  long  run  the  economic 
Interests  of  Mexico  and  the  United  States  will  coincide*  The  objective 
of  U.  S.  manufacturers  is  not  only  to  have  their  products  assembled  at 
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tne  lowest  costs  possible^  out  also  to  nave  long  run  stabilf^y  in  this 
process.  A  major  implication  of  this  chapter  is  that  a  gradual 
modification  of  the  offshore  assembly  system  as  it  currently  exists  in 
Mexico  wiil  be  necessary  in  order  to  avoid  a  growing  political  fallout 
from  Mexico  tnat  may  eventually  do  serious  damage  tO/  if  not  destroy/ 
assembly  activities  there.  If  Mexican  skepticism  about  the  system  can 
oe  eliminated  or  reduced  by  increasing  and  strengthening  the  linkages 
ol  assemoly  with  the  Mexican  economy/  it  will  be  in  the  long  run 
iiiterest  of  u.  3.  manufacturers  to  cooperate  in  this  objective.  While 
U.  S.  business  might  derive  some  short  run  benefits  from  the  image  of 
an  enclave  of  (J.  3.  economic  activities  along  tne  border  in  Mexico/  it 
will  be  better  off  in  the  long  view  by  subcontracting  with  Mexican 
firms  whom  they  may  have  supplied  with  technical  assistance  and 
training/  as  recommended  here. 

A  similar  cooperation  from  organized  U.  S.  labor  cannot  (and 
should  not)  oe  expected.  Sy  its  very  nature/  job  security/  the 
principal  labor  union  objective/  is  a  short  run  aim.  Therefore  efforts 
to  increase  the  use  of  Mexican  components  in  assembly  production  will 
be  opposed/  even  if  it  mignt  be  beneficial  to  U.  S.  workers  in  the  long 
run/  both  as  workers  and  consumers.  It  is  of  little  consolation  for  a 
worker  to  know  that  a  change  in  the  offshore  production  system  will 
make  future  jobs  secure  and  keep  prices  low/  if  the  same  change  may 
also  cost  his  or  her  job. 

Precipitate  changes  would  be  highly  destructive.  They  could  not 
benefit  Mexico;  neither  'J.  S.  business  nor  U.S.  labor  could  accept 
tnem.  For  example/  a  new  Mexican  decree  which  would  immediately 
institute  a  minimum  requirement  for  Mexican  materials  and/or  for 
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Mexican  capital  in  assembly  production  uould  surely  provoke^ 

U.  S.  coipanies  to  bring  their  operations  back  home  or  shift  then  to 
other  countries  with  more  hospitable  clinates. 

The  policies  proposed  earlier  are  intended  to  work  in  a  gradual 
fashion.  Ine  ownership  and  location  of  existing  maguiladoras  should 
not  be  affected/  although  eventual  changes  in  their  purchasing 
practices  are  expected.  Modifications  should  take  place  in  a  dynamic 
setting:  as  the  demand  for  offshore  assembly  expands/  incentives 

Should  work  to  enable  Mexican  capital  to  establish  q£M  assembly  plants/ 
preferentially  in  the  Interior  of  the  country  which  contract  with 
(j.  S.  manufacturers.  At  th»  same  time  Mexican  firms  could  become 
successful  suppliers  of  the  maguliadoras. 

U.  .i.  companies  could  continue  to  establish  new  assembly  plants 
in  tne  future/  particularly  in  new  or  rapidly  changing  or  high 
technology  product  lines  where  0.  S.  firms  would  still  have  a  clear 
comparative  advantage.  A  special  case  is  the  automotive  industry  where 
recent  Mexican  interpretation  of  a  1977  decree  2a£/  has  enabled 
U.  S.  companies  to  count  maquiladora  production  and  exports  as  part  of 
the  Mexican  domestic  content  and  export  requirements  for  foreign 
majority  owned  automobile  companies*  2^1/  This  has  proved  to  be  a 
strong  incentive  for  the  three  large  U*  3.  automobile  companies  to 
establish  several  maquiladoras  in  various  places  in  or  not  far  from  the 
Mexican  border  region.  252/ 

Thus/  as  the  changes  in  the  way  assembly  activities  are  carried  on 
in  Mexico  result  from  the  growth  of  the  U.  S.  and  Mexican  economies/  J 

the  impact  on  U.S.  labor  would  be  minimized*  The  rising  share  of 
Mexican  materials  and  components  would  come  from  increases  in  assembly 
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production  fed  by  the  expansion  of  the  U*S.  economy.  It  witl  continue 
to  be  hard/  however/  to  avoid  pockets  of  dislocation  of  U.S.  workers 
wno  find  it  difficult  to  relocate  and  transfer  to  other  jobs.  In  those 
cases/  U.3.  public  assistance  would  be  called  for  in  order  to  ease  the 
burden  of  readjustment. 

That  the  direction  of  the  intended  changes  leads  to  an  alteration 
in  the  assembly  relationship  between  the  United  States  and  Mexico  was 
already  noted.  Mexico  and  the  United  States  would  become  more  equal 
partners  in  the  sharing  of  production  insofar  as  Mexico  would  not  only 
furnish  “cheap"  labor  but  also  provide  more  skilled  labor  and 
manufacture  parts  for  assembly  into  the  final  product.  This  would  be 
reflected  in  a  higher  Mexican  share  of  value  added  and  a  corresponding 
increase  in  Mexican  net  exports. 

Ia&.!iiicaliaQ.fiufi2Uaa 

Three  assertions  have  been  made  about  the  role  of  maquiladoras  in 
the  migration  problei.  The  first  is  tnat  the  establishment  of  assembly 
plants  at  tne  border  has  stimulated  massive  internal  migration  of 
persons  from  the  interior  of  Mexico  to  the  border;  the  second  is  that 
tne  maquiladora  serves  as  a  juiplng-off  place  for  tne  persons  it  nas 
Drought  to  the  border  from  the  interior  for  migration  to  the  United 
States;  and  the  third/  inconsistent  with  the  former  assertion/  is  that 
the  creation  of  assembly  jobs  in  Mexico  will  diminish  migration  to  the 
United  States. 

Regarding  the  first  point/  the  fact  is  that  the  border  population 


has  grown  faster  than  any  other  major  region  in  the  country  except  for 
greater  Mexico  City.  A  few  of  the  border  municipalities/  notably 
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iLjuana/  have  increased  more  rapidly  than  Mexico  City.  About  five 
percent  oi  Mexico's  population  live  there  now.  A  significant  part  of 
the  gro«tn/  however/  took  place  before  tae  start  of  the  naiuiladora 
piografli.  The  average  yearly  growth  rate  between  1953  and  1960  was  6.3 
percent  conpared  to  3.1  percent  for  the  whole  nation.  Between  1963  and 
1970/  the  period  during  which  the  aaquiladora  progra*  started/  the 
growth  rate  slowed  down  to  4.1  percent/  still  higher  than  the  national 
rate  of  3.4  percent.  Soae  attribute  the  slowdown  to  , the  ending  of  the 
eracero  fTogram  in  1964.  254/ 

» 

Anotner  fact  is  tnat  a  nigh  proportion/  about  29  percent  in  1973/ 
of  the  border  population  was  not  born  there/  (aicBOst  one-third  of  the 
three  largest  border  cities/  Juarez/  Tijuana  and  Mexicali)  compared  to 

I 

a  national  average  of  only  lo  percent.  2^5/  Census  data  for  1930  are 
not  yet  available  but  all  indications  point  to  a  continuation  of  the 
migration  to  tne  border  at  a  rate  which  exceeds  the  internal  migration 
rate  for  the  country  as  a  whole. 

now  important  the  maquiladoras  have  been  in  attracting  the 
migrants  is  a  debatable  question.  They  had  nothing  to  do  with  the 
highest  recorded  migration  rate  to  the  border  during  the  intercensal 
years  of  1953-1960.  Subsequently  they  must  have  played  some  role/ 
similar  to  the  attraction  of  any  focal  point  of  employment.  The 
studies  of  maquiladora  workers/  cited  earlier/  found  that  about  SO 

percent  of  the  workers  interviewed  in  Tijuana  were  not  born  there  and 

% 

more  than  two-thirds  came  from  non-border  states;  2.S15/  in  Juarez 
somewhat  less  than  two-thirds  of  the  respondents  were  not  born  there 
and  about  one-fifth  came  from  non-border  states.  2S2/  Both  studies 
found  that  a  minority  of  the  migrants  came  to  the  towns  in  order  to 
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work  in  laquiladoras  (about  13  percent  of  the  alarant  uorkecs  in  the 
Tijuana  asaeably  plants  or  about  23  percent/  if  the  lotive  to  emigrate 
to  the  United  States  is  also  included)* 

the  more  comprehensive  study  by  Seligson  and  Williams  found  that 
"at  maximum  5  percent  of  the  entire  1978  woric  force  of  the  31P  CBorder 
Industrialization  Program  =  Maquiladoras!  may  oe  defined  as 
contributing  to  interstate  migration  to  the  Korth*"  Part  of  the 

apparent  discrepancy  between  this  figure  and  the  above  cited  studies/ 
is  that  "the  vast  majority  Cof  the  worker  migrants!  arrived.  .  .  as 
children  accompanied  by  their.  .  *  mothers  and  fathers."  Z52/  Also 
plant  managers  tend  to  prefer  to  hire  persons  who  had  a  few  years  of 
residence  in  order  to  get  more  stable  employees*  2£t2/  About  BO  percent 
of  the  interstate  migrant  maquiladora  workers  lived  in  the  city  wnete 
they  were  interviewed  more  than  3  years  and  only  3  percent  less  than  1 
year.  In  conclusion/  the  answer  to  the  question  of  how  important 

the  assembly  plants  have  been  in  provoking  internal  migration  to  the 
i.ortnern  border  is:  "not  very  much/"  at  least  until  the  late  197Cs. 

Regarding  the  second  assertion  mentioned  at  the  beginning  of  this 
section/  the  response  is  similar:  none  of  the  above  mentioned  studies 
have  found  any  evidence  tnat  maquiladoras  at  the  border  have  served  as 
a  significant  jumping  off  point  for  migration  to  the  United  States. 
Compared  to  the  sample  of  all  maquiladora  workers/  "the  interstate 
migrants  demonstrate  no  significant  difference  in  their  propensity  to 
remain  in  their  city  of  residence  or  to  move  to  another  locale."  26.Z/ 
Only  IS  percent  of  maquiladora  workers  had  been  in  the  United  States/ 
legally  or  illegally.  Among  the  male  workers/  the  percentage  was 
higher/  aoout  29  percent/  but  even  this  is  much  lower  than  a  recent 


survey  showed  for  Jalisco/  a  Mexican  state  over  1/990  alles^outh  of 
tne  border#  where  5^  percent  of  sale  workers  had  ■igrational  experience 
in  the  united  States*  26i/  Unly  13  percent  of  interstate  Mexican 
aigrant  asseubly  workers  said  that  they  planned  to  work  in  the  United 
States.  26i/ 

These  results  are  not  surprising#  given  the  nature  of  the 
maquilaaora  worx  force.  Most  of  it  consists  of  women#  primarily  of 
urban  background#  a  quite  different  population  group  from  the  male 
rural  workers  and  peasants  usually  constituting  the  aliens  who  have 
entered  the  United  States  illegally. 

This  sajie  reason  invalidates  the  third  assertion  often  made  that 
"for  each  Job  tnat  is  created  by  the  maquiladora  industry  there  is 
possibly  one  less  alien  that  would  go  to  the  United  States."  2&Si/  The 
people  wno  cross  the  border  into  the  United  States  without  documents 
are  generally  not  potential  maquiladora  workers.  Just  as  the 
estabi ishment  of  the  border  industrialization  program  through  the 
creation  of  the  naiuiladora  system  could  not  absorb#  as  Intended#  the 
unemployed  and  underemployed  aen  who  were  left  stranded  when  the 
Bracero  Program  ended#  this  system  also  cannot  stem  the  migration  to 
the  United  States.  Two  different  populations  are  Involved:  the 
erstwhile  bracero  and  present  undocumented  alien  wno  is  generally  a 
rural  male  and  the  assembly  worker  who  is  generally  an  urban  female. 

Of  course#  one  should  not  exaggerate  this  point.  Any  kind  of  Job 
creation  at  the  border  in  Mexico  cannot  be  entirely  neutral  in  respect 
to  migration  across  the  border.  It  will  have  some  holding  effect  on 
people#  keeping  some  from  migrating.  Even  if  a  female  assembly  worker 
never  thought  of  emigrating#  her  earnings  may  keep  a  nan  who  did  intend 


to  cross  the  border  Iron  doing  so. 

In  tnis  respect  the  establlsheent  of  aaiuiladoras  in  the  interior 
of  Mexico  may  be  much  eore  effective.  They  nay  help  keep  potential 
interstate  and  inter-country  migrants  in  place,  here  it  is  interesting 
to  note  that  Sellgson  and  iiiilliams  found  that  almost  half  of  the 
miyrants  worxing  in  assembly  plants  at  the  border  said  that  they  would 
gu  back  none  (to  the  interior  of  Mexico)  if  siiilar  employment  were 
available  there. 

A  major  part  of  this  chapter  has  been  devoted  to  analyzing  the 
impact  oi  tne  assembly  industries  on  the  Mexican  economy.  Many  of  the 
policy  implications  deriving  from  this  study  point  in  the  direction  of 
deiinking  the  operations  of  assembly  plants  froi  the  United  States  and 
strengthening  the  ties  with  tne  rest  of  the  Mexican  economy/  in  order 
to  reverse  what  some  Mexicans  view  as  the  "denationalization"  of  the 
border  region.  262/  ^our  broad  avenues  were  explored:  measures  to 
(a)  increase  the  investment  of  Mexican  human  and  physical  capital  in 
assembly  activities;  (b)  raise  the  use  of  Mexican  intermediate  products 
in  assemuly  plants;  (c)  accelerate  the  movement  of  plants  to  the 
iitterior  of  Mexico;  and  (d)  facilitate  tne  sales  of  assembled  products 
in  Mexico.  26S/ 

The  long-run  effects  of  tnese  measures  would  be  not  only  to 
integrate  assembly  activities  with  the  Mexican  economy  but  also  to 
change  the  nature  of  offshore  assembly  operations.  Mexico's  input  into 
the  assembly  relationship  with  the  United  States  would  shift  from 
providing  only  pure  labor  services  to  also  contributing  materials  and 


manufactured  components*  Tnus  the  association  oetueen  the  fVo 
countries  would  move  toward  a  more  genuine  co>production  relationship* 
doth  partners  would  contribute  labor  and  components^  similar  to  the 
production  sharing  arrangements  that  exist  among  developed  countries* 

To  aany/  the  offshore  assembly  system  currently  reflects  the 
traditional  international  division  of  labor  between  developed  and 
(jevelotiing  countries/  the  latter  being  seen  as  relegated  to  the  role  of 
the  "hewers  of  wood  and  carriers  of  water*"  Moving  away  from  this 
pejorative  image  held  by  some  intellectuals  and  government 
officials  —  although  not  necessarily  by  the  Mexican  assembly  workers 
tnemseives  — •  can  only  eoiooiden  Mexican  public  policy  to  develop  a 
healthy  and  enhanced  production  sharing  relationship* 

This  does  not  Imply  that  the  character  of  offsnore  assembly 
operations  all  over  the  world  should  be  modified  at  the  same  time  and 
at  the  same  rate*  Mexico  is  fairly  unique  among  developing  countries* 
It  is  une  of  the  most  industrialized  nations  in  tne  Inird  Morld  and  it 
has/  comparatively/  high  proportions  of  professionals/  technicians  and 
entrepreneurs/  not  to  speak  of  intellectuals*  It  is/  therefore/  easier 
for  Mexico  to  move  to  higher  levels  In  the  international  production 
system  than  for  other  developing  countries  whose  industrialization  is 
just  beginning  and  whose  numan  and  physical  capital  is  severely 
limited*  They  could  not  contribute  more  than  low  skilled  labor 
services* 

ks  nations  climb  up  the  development  ladder  their  capabilities  to 
participate  in  more  advanced  international  assembly  activities  would 
rise  as  well*  262/  The  international  offshore  assembly  system  would 
therefore  be  in  continuous  but  gradual  flux/  associating  tha  least 


developing  countries  in  tasics  requiring  only  basic  labor  services  and 
moving  to  more  advanced  developing  nations  with  more  sophisticated 
assembly  operations  that  demand  higher  labor  sicills  and  greater 
material  inputs* 

It  is  doubtful  that  offshore  assembly  production  is  an  inevitable 
stage  in  international  capitaliso  as  some  studies  assert.  222/ 
Automation  appears  to  be  a  viable  alternative  in  many  cases  221/  The 
fact  that  plants  exist  which  assemble  an  identical  product^  some  with 
automation  and  ot.iers  with  manual  labor/  signifies  that/  at  least  for 
certain  product  lines/  there  is  a  tradeoff  between  the  two 
processes.  222/  However/  it  does  not  appear  to  be  a  delicate  balance/ 
and  would  not  be  affected  by  short  run  fluctuations  in  relative  costs. 

In  tne  case  of  Mexico  it  was  found  that  the  offsnore  assembly 
system  is  fairly  well  entrenched.  It  was  shown  that  even  significant 
wage  differentials/  not  offset  by  transportation  costs/  will  not  affect 
Mexico's  position  substantially.  The  implication  is  that  it  would  take 
considerable  Mexican  wage  hikes  that  would  be  perceived  as  irreversible 
relative  to  other  countries/  or  major  labor  or  otner  internal  problems/ 
such  as  long>lasting  political  Instability/  popular  unrest  or  violence/ 
before  there  would  be  a  massive  flight  of  offshore  assembly  operations 
from  Mexico.  Tnese  same  factors/  furthermore/  could  lead  to 
substitution  of  automated  for  aanual  assembly/  If  other  prospective 
assembly  countries  also  become  unstable  or  otherwise  inhospitable  or  if 
'J.  S.  manufacturers  do  not  wish  to  transfer  their  operations  too  far 
afield. 
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Uttier  countries  have  not  engaged  in  offshore  asseebl^  d?eratlons 
to  the  extent  the  United  States  has  done,  japan  has  been  aaong  the 
first  to  automate  assembly  in  sone  product  lines  (see  chapter  on 
semiconductors).  The  preference  of  its  business  managers  apparently  is 
to  keep  all  production  activities  close  to  home  and/  if  possible/  not 
far  from  the  principal  plant.  212/  )^At/  besides  0.  S.  firms/  Japanese 
companies  are  the  malor  foreign  operators  of  maquiladoras  in  Mexico. 
However/  the  output  of  those  assembly  plants/  wnich  are  aaong  tne 
largest  in  the  country  and  asseaoie  mainly  electronic  products/  does 
not  return  to  Japan  but  is  destined  primarily  for  the  U.  S.  market.  In 
tnat  case/  manual  assembly  close  to  tne  United  States  seems  more  cost 
effective  than  automation  in  Japan  and  transportation  of  the  finished 
^  product  to  the  United  States.  It  might  still  be  rational  for  Japanese 
and/or  other  foreign  plants  to  automate  assembly  for  the  U.S.  market  In 
labor  abundant  Mexico  as  long  as  there  are  significant  savings  in 
transporting  components  rather  than  finished  products  across  the  ocean; 
it  would  avoid  the  "hassle**  associated  with  having  to  manage  a  foreign 
and  (for  Japan)  culturally  very  different  labor  force. 

Although  Mexico  has  a  clear  comparative  advantage  in  assembling 
for  the  U.S.  market/  a  deterioration  —  even  if  slow  —  in  Mexico's 
attractiveness  not  compensated  by  any  greater  economic  allurement  of 
othe^  places/  could  accelerate  U.  S.  movement  toward  automation.  If 
under  tnose  circumstances  assembly  operations  return  to  the  United 
States/  but  in  automated  plants/  it  is  not  clear  that  U.  S.  labor  will 
benefit  signif leant ly.  Traditionally  more  jobs  have  been  lost  in  the 
United  States  through  internal  technological  change  than  through  any 
international  causes  (foreign  competition/  the  movement  of  U.  S.  plants 


abroad/  etc*)*  Bringing  offsnore  asseably  operations  bade  .‘TOme  with 
automation/  will  cost  many  Mexican  jobs  but  will  create  few  unskilled 
and  not  many  highly  skilled  jobs  in  the  United  States*  21it 

In  the  meantime/  offshore  asseably  operations  in  Mexico  continue 
to  benefit  U*S.  industry  and  U*S*  consueers.  ind  tney  provide  scarce 
foreign  exchange  and  seen  to  be  still  the  most  cost*ef fective  way  to 
create  full  time  employment  south  of  the  border/  although  they  may  not 
be  the  best  way  to  absorb  un-  or  under-  employment  tnere/  given  tne 
characteristics  of  the  assembly  workforce* 
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Table  III  A-1. 

Mexico:  Varioua  Indicator* 
1969-1980 

Year 

Conaumer 
Price  Index 

(1) 

Index  of 
Monthly 
Eamlnga 

1975  -  100 
(2) 

Nat ional 

Miniflum 

Wage* 

(average  for  year) 

(3) 

Rate  of  Exchange 
Pesos  per  U.S.  dollars 
(average  for  year) 

(4) 

1969 

54.0 

47 

51.9 

12.5 

1970 

56.6 

50 

51.9 

12.5 

1971 

59.7 

54 

51.9 

12.5 

1972 

62.7 

57 

61.0 

12.5 

1973 

70.3 

64 

63.7 

12.5 

1974 

86.8 

84 

86.5 

12.5 

1975 

100 

100 

100 

12.5 

1976 

115.8 

129 

129.1 

15.4 

1977 

149.5 

169 

165.2 

22.6 

1978 

175.4 

194 

168.5 

22.8 

1979 

207.4 

226 

220.2 

22.8 

1980 

262.1 

262 

259.2 

23.0 

a.  Auguat 

1981. 

Source* : 

Coluona  1,2,4:  IMF, 

International 

Financial  Statlatica. 

1980  Yearbook 

and  July  1981  issu*. 

Column  3:  Mtnlimim  Wag*  Indax  calculated  on  baa la  of  Van  Waaa  Table  10, 
pp.  276^71. 
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Tabic  XZX  A-2.  Mexico:  Average  Nuad>er  of  Hours  Worked  per  Production  Worker 

In  Aaseably  Plants,  by  Location  and  Industry 

1975-1980  • 


1975 

1976 

1977 

1978 

1979 

1980 

TOTAL 

186.4 

190.0 

192.3 

192.2 

192.1 

188,7 

Border  Plants 

185.0 

189.4 

192.3 

192.6 

192.1 

187.7 

Interior  Plants 

204.8 

195.3 

192.4 

187.8 

191.4 

196.8 

INDUSTRY: 

Food 

142.1 

164.4 

173.6 

181.4 

182.1 

173.9 

Shoes  & 

Apparel 

194.4 

196.5 

195.2 

196.8 

194.7 

193.1 

Furniture  & 

Parts 

205.9 

195.9 

194.8 

286.3 

230.5 

191.9 

Machinery, 
Transport  Equip. 
Non-Electrlc 

202.6 

208.0 

214.1 

207.2 

206.2 

185.1 

Machinery  & 
Accessory, 
Electric  & 
Non-Electrlc 

183.2 

187.5 

191.2 

191.0 

188.7 

189.3 

Other 

Manufacturing 

188.8 

188.8 

191.4 

196.8 

196.5 

196.6 

Services 

193.1 

183.4 

180.2 

169.2 

188.5 

178.2 

Source:  Secretarla  de  Prograaaelon  y  Presupuesto  (SPP). 


a.  In  border  plants  only 


Table  111  A-3.  Hexlco:  Percentage  Distribution  of  Value  Added  In  Assembly  Plants,  by  LocAtlon  &  Industry 

1973-1980 
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Table  III  A-4.  Mexico:  Compoeltlon  of  Value  Added  in  Assembly  Plants, Jby 

Industry,  In  1980. 

(Percent) 


Wages  end  Rent  and 

Fringe  Benefits  Materials  Utilities 


b/ 

Total” 

Profits”  Value  Added 


ISDUSTRT 


Food 

40 

36 

18 

7 

100 

Apparel  &  Shoes 

61 

6 

15 

18 

Furniture  & 

Parts 

47 

11 

27 

15 

100 

Machinery  & 
Transport 
Equipment 
(non-elcctrlc) 

50 

1 

34 

15 

100 

Machinery  & 
Accessories 
(elec.  & 
electronic) 

61 

2 

19 

18 

100 

Other 

Manufacturing 

54 

10 

19 

17 

100 

Services 

71 

5 

16 

9 

100 

ALL  SECTORS 

59 

4 

20 

17 

100 

(fielghted 

average) 


a.  May  Include  other  undefined  concepts  that  are  not  expenditures. 

b.  Ikic  to  rounding  components  nay  not  add  up  to  totals. 

Source:  SPP  Tables. 

Note:  See  Note  to  Table  I1I-2. 
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Table  XU  A-S.  Ranking  of  Mexico  Aaong  All  Countries  in  Respect  to  O.S. 

807.00/806.30  Imports  by  Selected  ITC  Categories, 

1970-71  and  1980 


Relative  Standing  of  Mexico  Among  All  Countries 


1970-71  1980 


T.V.  Receivers  &  Parts  2  1 

Semiconductors  &  Parts  1  7 

Textile  Products  1  1 

Office  Machines  3  3 

Motor  Vehicle  Parts  3  2 

Equipment  for  Electric 

Circuits  1  1 

Electric  Motors  &  1 

Generators 

Electrical  Conductors  1 

Capacitors  1 

Other  Miscellaneous  1 

Electrical  Products 

Radio  Apparatus  6  Parts  3 

Recording  Media  1 

Luggage  6  Handbags  1 

Toyp  and  Dolls  1 

Lumber  and  Paper  Products  1 

Scientific  Instruments  1 


Sources:  For  1970-71,  Special  atagnetic  tapes  prepared  by  the  U.S.  International 

Trade  Commission  (ITC) 

For  1980,  "Tariff  Items  807.00  and  806.30  U.S.  Imports  for  Consumption, 
Specified  Tears  1966-80",  U.S.  International  Trade  Commission,  June  1981 


Joseph  Grunwald/  Leslie  Delatour 
and  Karl  Voltaire 


Table  of  Contents 


1.  The  Importance  of  Assembly  Production  in  Haiti 

2.  A  Note  on  tne  Sample  Surveys  Used 

J.  Characteristics  ox  Asseibiy  Operations  in  Haiti 

a.  Dunership  and  Structure 

b.  Size  of  Firms 

c.  Vages 

d.  The  Labor  Force 

e.  Linkages 

f.  Stability 

4.  Conclusions  and  Policy  Implications 

a*  As  Enclave  Sector? 
b*  Dependency 
c*  Policy  Implications 

Bureaucracy  and  Public  Policy 

Economic  Integration 

•1.  Final  Remarks 


Haiti  is  among  the  poorest  countries  of  the  world.  In  Latin 
America  its  incoie  levels  are  below  the  average.  The  next  poorest 
country  in  the  Americas/  Honduras/  has  more  than  twice  Haiti's  per 
capita  JNP  which  was  estimated  in  1979  by  the  World  9anlc  at  $260. 
Its  neignbor/  tne  Dominican  Republic/  with  whoa  it  shares  tne 
isiano  and  which  had  a  population  just  a  few  percent  Higher  than 
Haiti's  5  flillion  in  1979/  has  earnings  of  nearly  four  times  as 
much  par  person.  215/ 

Manufacturing  in  Haiti  is  of  recant  origin.  It  is  confined 
primarily  to  the  processing  of  food/  beverages/  agricultural 
materials  and  basic  items  such  as  shoes/  clothing/  soap  and  cement. 
National  income  figures  ••  as  well  as  most  otner 
statistics  —  are  still  rudimentary  but  the  World  Bank  estimates 
the  contribution  of  manufacturing  to  3DP  to  have  reached  13.3 
percent  by  1979.  215/  of  the  increase  took  place  during  the 


Underlying  this  chapter  is  a  detailed  case  study  by  Leslie  Oelatour 
and  Karl  Voltaire  entitled/  laifiLaaZlaaai.^UtiCiialLa^LiQa.AclikiiiftS^Q 
dAili*  It  was  prepared  especially  for  the  present  volume  and  was 
submitted  to  the  second  Seminar  on  Wor th^Soutn  Complementary 
Intr a-inoustry  Trade**/  sponsored  by  the  United  Nations  Conference  on 
Trade  and  Development  and  the  Brookings  Institution/  and  held  under  the 
auspices  of  Si  Colegio  de  Mexico  in  Mexico  City/  1B>22  August  1930. 

Two  sample  surveys  make  up  the  core  of  the  case  study.  Specific 
references  to  it  and  other  parts  of  the  underlying  document  uill  be 
cited  here  as  with  the  page  and/or  Table  number. 
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1973s/  after  a  decade  of  near  stagnation.  ^ 

mE.ltfeQSXi^££-3£.iS&£S2dLX.£aa2U£lI31i.Iii.iiAIII 

The  growth  of  asseably  industries  has  been  an  important 
element  in  the  recent  dynamism  of  the  Haitian  economy.  Between 
1970  and  1930  the  value  added  in  Haitian  assembly  plants  increased 
by  over  23  times  or  at  an  average  annual  rate  of  37  percent  (Table 
TV*l).  Even  in  real  terms/  the  growth  was  22  percent  per  year 
(deflated  by  the  implicit  import  price  deflator  of  tne  United 
States).  In  part  the  dramatic  upsurge  was  aided  by  government 
incentives  and  oy  changes  in  the  political  environment. 

Assembly  activities  have  benefited  from  two  types  of 
incentives:  new  production  firms  are  exempt  from  income  taxes  for 
live  years  and  then  are  subject  to  partial  payments  in  increasing 
yearly  proportions  so  that  after  ten  years  they  must  pay  the  full 
tax;  the  other  incentive  is  a  franchise  granted  to  assembly  firms 
which  exempts  them  from  any  tariff  duties  on  imports.  The 
franchise  is  given  indefinitely  for  production  that  is  entirely 
exported.  This  covers  offshore  asseably  production.  For 
production  that  is  sold  on  the  domestic  aarxet/  the  franchise  is 
given  on  a  temporary  basis  because  the  firm  is  expected  to  use 
local  materials  as  inputs  after  the  first  feu  years. 

There  are  no  free  trade  tones  in  Haiti  which  cater  to  export 
industries,  lihile  there  is  a  successful  industrial  park  in 
Fort*au*Prlnce  (run  by  a  government  agency)/  it  emerged  as  a  result 
of  the  growth  of  assembly  plants  rather  tnan  contributing  to  the 
emergence  of  the  assembly  sector.  222/ 
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Table  IV'l.  Haiti:  U.S.  Imports  from  Haiti  under  Tariff  ItesM 
807.00  and  806.30  by  Total,  Dutiable  and  Duty  Free 
Components,  and  Dutiable  as  Percent  of  Total  1969- 
1969-1980 
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Thus/  unlike  other  countries/  Haiti's  asseibi/  proAction  is 
not  an  "in  bond"  activity  in  the  strict  sense.  Although  assesbly 
production  cannot  be  sold  doaestically/  any  fin  can  get  a  duty 
free  import  franchise  wnether  it  exports  or  not.  In  view  of  the 
fact  that  more  than  half  of  all  manufacturing  output  (including 
assembly)  is  exported/  there  are  many  firms  that  produce  both  for 
the  home  as  well  as  the  export  market. 

«ith  tae  advent  of  the  current  government/  investors* 
perceptions  of  political  stability  seem  to  have  improved.  The  new 
environment  permitted  the  huge  wage  gap  between  Haiti  and  the 
United  States  to  become  an  enormous  attraction  for  offshore 
prouuction.  Many  Haitian  professionals  and  entrepreneurs  who  were 
abroad  during  the  previous  regime  returned  and  established 
businesses  designed  to  assemble  U.S.  components. 

Jhile  there  are  no  exact  figures/  estiiates  by  the 
U.S.  embassy  in  Haiti  and  by  the  World  dank  put  tne  numoer  of 
assembly  plants  in  1980  at  about  200/  employing  roughly  60/000 
persons.  All  of  the  assembly  plants  are  in  Port*au-Pr ince/  Haiti's 
capital  and  by  far  the  largest  city.  Assuming  a  dependency  ratio 
of  4  to  1/  this  means  that  assembly  operations  supported  about  one 
quarter  of  the  population  of  Port-au-Prince  in  1930. 

Haiti's  principal  assembly  activities  have  concentrated  on 
sporting  goods/  particularly  baseballs/  and  textiles  (including 
apparel)  (Table  lV-2).  Haiti  is  the  world's  principal  exporter  of 
oaseballs  and  ranks  among  the  top  three  in  offshore  assembly  of 
textile  products  and  stuffed  toys.  During  1969-1972/  tore  tnan 
half  of  Haiti's  assembly  exports  that  entered  the  United  States 
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bbU  ZT-2.  laltlt  1M  Hast  Xi^rtau  O.t.  la^cta  (m  laltt  mimt 
Tariff  ttaaa  MT.OO  by  tTC,  Catagotiaa  aa  Tareaat  af  fctat 
•07.00  Tioorta  ftw  laitl.  Tatal  tOT.OO  Valaa  m*  «a«ktag* 
1170  ani  UTt 


§/  raaba  la  arable  eoabarala  cha  caa  aaat  lapertaat  yreOiiet  (teupa  lor  laitl 

la  aaeb  year,  "latwraa"  raaka  la  reaaa  Biaarala  aalaetad  predact  oteupa  aaaag  all 
caaatrlaa,  ladleaclag  tha  pealtlaa  Haiti  (wide  aaeap  ethar  aawatrlaa  for  the 
partlealar  produec  tcaap. 


•eureai  Spaelal  Mapnatle  Tiapaa  frea  O.S.  X.T.C. 
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under  O.S«  tariff  items  807.00  278/  consisted  of  baseOatls.  Mhlle 
still  growing  In  absolute  amounts/  their  Importance  in  the  total 
declined  to  less  than  one  quarter  during  the  ald*197Ds.  Clothing 
and  textile  products  grew  much  faster/  from  less  than  one  quarter 
of  U.S.  807.00  imports  between  1969>1972  to  well  over  one~thlrd  of 
U.S.  877.07  imports  since  1973.  The  textile  quotas  imposed  by  t.ie 
United  States  apparently  did  not  constitute  a  binding  constraint/ 
although  they  may  have  limited  the  expansion  of  particular 
categories/  sucn  as  brassieres.  222/ 

Stuffed  toys  and  dolls  became  number  three  in  daiti's  assembly 
production/  reaching  between  7  and  8  percent  of  exports  to  the 
U.S.  after  1975  (1978  is  the  last  year  for  which  breakdowns  by 
commodity  groups  are  available).  Aside  from  office  machines  and 
parts  which  have  recently  become  significant  in  Haiti's  assembly 
exports/  the  remainder  consists  primarily  of  electric  and 
electronic  articles.  At  the  beginning  of  the  19705/  they  accounted 
for  between  10  and  IS  percent  of  exports  and  in  the  second  half  of 
the  decade/  for  more  than  one  quarter  of  the  total  (Table 
IV-2).  262/ 

Available  data  indicate  that  value  added  in  assembly  plants 
now  constitute  about  one-quarter  of  all  industrial  value  added  in 
Haiti  compared  to  less  Chan  f  percent  in  1970.  261/  Contributing 
more  than  half  of  the  country's  industrial  exports/  assembly 
production  earns  about  one-fifth  of  Haiti's  yearly  foreign  exchange 
receipts.  262/ 
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It  Is  clear  that  in  the  case  of  Haiti^  the  lapact  olf  asseably 
operations  on  employment/  income/  and  balance  of  payments  is  of 
major  importance.  These  effects  and  some  more  subtle  ones  will  be 
discussed  later  in  this  chapter,  it  this  point/  let  it  be  noted 
that  Haiti's  weight  In  the  world  offshore  production  system  is  far 
greater  than  its  size  <in  population  and  income)  in  the  world 
community.  Of  tne  47  countries  in  1917  which  imported  non>triviai 
amounts  of  U.S.  components  for  assembly/  Haiti  ranked  ninth  with 
imports  of  more  than  $175  million  (Taole  A-l>.  It  held  a  similar 
position  among  developing  countries  in  respect  to  value  added  In 
the  assembly  production  which  was  exported  to  the  United  States 
(Taole  1*2).  While  its  share  in  Third  World  offshore  operations  is 
still  tiny  (about  one'-twenty*f if th  of  iHexico's  value  added  and 
one-sixth  of  that  of  Uong  Kong)  the  proportion  has  been  rising  and 
is  now  jO  percent  above  what  it  was  during  the  early  1970s. 

Much  of  the  analysis  in  the  rest  of  this  chapter  is  based  on 
two  surveys  conducted  under  the  direction  of  Leslie  Delatour  and 
Karl  Voltaire  during  December  1979  and  January  1980  in 
Port-au-Prince/  Haiti.  The  details  of  these  surveys  are  published 
in  tneir  study  cited  at  the  beginning  of  this  chapter.  In  the 
discussion  that  follows  below/  frequent  reference  will  be  made  to 
that  work. 

Tne  surveys  were  based  on  two  questionnaires/  one  for 
enterprises/  the  other  for  workers  in  assembly  industries.  They 
were  administered  by  two  Haitian  contractors  chosen  for  their 
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intimate  knowledge  of  the  asseably  sector  in  Haiti  and  their 
privileged  access  to  industrialists* 

In  Haiti  the  designation  "asseabiy"  is  also  given  to  fires 
using  local  materials  for  export  production.  Thus  "assembly" 
activities  are  divided  into  firms  using  local  vaterials  and  those 
using  imported  materials.  The  former  do  not  concentrate  on  actual 
assembly  operations  but  produce  a  complete  product/  usually  for 
export/  althougn  some  of  it  may  be  sold  on  the  noae  market.  Those 
"assembly"  firms  using  local  inputs  are  not  as  significant  as  the 
true  assembly  industries  using  imported  components/  exporting  only 
about  $16  million  of  light  manufactures  in  1978  compared  to  $29 
million  for  the  latter.  2^2/  They  are  not  considered  asseabiy  firms 
here.  The  survey  was  confined  to  those  enterprises  assembling/  at 
least  in  part/  imported  components.  However/  soie  of  the  firms 
included  in  tne  sample  do  both  exporting  and  selling  on  the 
domestic  market. 

The  enterprise  sample/  consisting  of  51  firis/  some  of  which 
had  more  tnan  one  plant/  was  selected  from  a  list  of  assembly 
companies  supplied  by  the  Haitian  government  and  the  U.S.  embassy 
in  Por t*au>Prince.  Tne  selection  was  made  at  random  within  four 
major  categories:  Electronics/  Textiles  (including  clothing)/ 
Sporting  Goods  (primarily  baseballs  and  softballs)  and 

Miscellaneous*  233/  The  absence  of  formal  accounting  and  managerial 
Information  tachnlques/  as  well  as  the  aura  of  sacrecy  regarding 
sales  and  profit  figures/  limited  the  amount  of  nard  data  that 
could  be  extracted.  Nevertheless  enough  Inforiatlon  was  obtained 
to  make  an  examination  of  the  basic  features  of  the  Industry 
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possible. 

The  saeple  of  500  workers  was  spread  aaona  the  51  fins^ 
selecting  at  randoa  about  10  from  each.  Only  piece  rate  workers 
Cno  foremen  or  supervisors)  were  included.  The  questions/  although 
printed  in  a  foraal  questionnaire/  were  asked  orall//  in  Creole 
rather  than  French/  in  order  to  facilitate  comaunications. 

Given  the  absence  of  precise  information  about  the  universe/ 
it  is  impossible  to  determine  the  representativeness  of  the 
samples.  There  are  disagreements  between  the  various  reports 
consulted  as  to  how  man/  firms  there  are  in  the  assemoi/  sector/ 
and  as  to  how  many  workers  they  employ.  The  sample  used  here  with 
51  firms  employing  20/331  workers  appears  consistent  with  figures 
of  the  world  3ank  and  the  American  emoassy. 

Since  these  are  the  first  in  depth  surveys  of  enterprises  and 
workers  taken  in  Haiti/  most  of  the  information  obtained  can  not  be 
compared  with  data  previously  available. 

aiAOSISblll.aQd_2lLU&IULfi 

Unlike  Mexican  offshore  production  which  is  done  largely 
through  subsidiaries  of  U.S.  companies/  Haitian  assembly  activities 
still  rest  on  Haitian  entrepreneurship  to  a  great  extent.  Almost 
40  percent  of  the  firms  in  the  sample  are  Haitian  owned/  one*third 
are  foreign  owned  and  33  percent  are  joint  ventures.  236/  Most  of 
the  Haitian  owned  firms  concentrate  in  textile  assembly/  where 
almost  two'thirds  of  the  fins  are  locally  owned.  In  electronics 
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and  the  niscellaneous  category  joint  ventures  predominate;  in 
bdsebdllS/  foreign  companies.  Even  in  foreign  firas^  lost  of  the 
managers  are  Haitian,  tbout  three-quarters  of  the  firms  in  the 
sample  had  local  managers.  282/ 

It  should  be  noted  that  several  previously  wholly  owned 
'Haitian  firms/  especially  in  the  baseball  category/  were  sold  to 
foreign  interests  before  the  sample  was  taken,  the  oldest  assembly 
enterprises  are  Haitian  with  an  average  age  of  10  years.  The 
youngest  are  foreign  owned  with  the  average  age  of  7  years  and  tae 
age  of  the  joint  ventures  are  in  between,  'io  change  in  the  pattern 
of  ownership  can  be  discerned  during  recent  years.  Less  than 
one-tnird  of  the  firms  were  established  during  the  five  years  prior 
to  the  survey/  with  a  greater  number  being  wholly  Haitian  owned 
than  wholly  foreign  owned  (and  joint  ownership  laking  up  almost 
one-third  of  the  total). 

Most  of  the  companies  interviewed  do  asseibly  work  for 
J.S.  principals.  288/  Tnose  that  are  not  wholly  owned  by  the 
J.S.  manufacturer  usually  work  with  idchinery  and  equipment 
supplied  by  U.S.  principals.  About  three-quarters  of  the  firms  in 
the  survey  said  that  the  principals  usually  furnish  the  machinery 
and  two-tnirds  said  that  the  principals  always  do  so.  282/  This 
arrangement/  which  is  a  special  form  of  an  "arm's  length" 
relationship/  reduces  tne  risks  faced  by  both  tae  subcontractor  and 
the  principal.  The  former  does  not  have  to  venture  his  own  capital 
and  having  his  customer's  machinery  is  some  assurance  that  the 
principal  will  not  run  away  from  his  contract.  The  principal/  on 
the  other  hand/  can  have  his  offshore  production  without  having  to 
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establish  a  subsidiary  coapany  and  risking  his  investmeiTl*  The 
machinery  which  he  lends  to  his  subcontractor  is  usually  second 
hand  and  often  fully  depreciated  and  in  any  case#  he  can  take  it 
back  when  a  contract  is  completed* 

That  there  is  Haitian  entrepreneurship  is  demonstrated  by  the 
fact  that  about  three-quarters  of  the  local  firms  reported  that 
they  initiated  tne  relationship  with  the  principal*  222/  Ih  many 
cases  the  Haitian  enterprise  will  have  a  relationship  with  more 
than  one  principal.  The  overall  average  is  three  J*S*  principals 
per  Haitian  firm/  and  it  goes  up  as  high  as  an  average  of  nine  for 
local  firms  in  the  electronics  sector*  2il/ 

AS  might  be  expected/  foreign  firms  are  larger  than  locally 
owned  assembly  companies,  ehile  the  labor  force  is  roughly  equally 
distributed  among  Haitian/  U.S*  and  jointly  owned  enterprises/  the 
average  number  of  workers  per  foreign  enterprise  is  about  483  and 
for  Haitian  firms  about  one-third  less.  222/  Since  some  firms  have 
more  than  one  plant/  employment  per  plant  is  significantly  lower 
Inan  the  overall  sample  average  of  about  433  workers  per  firm*  The 

best  available  estimate  is  about  390  workers  per  plant  which  is 

\ 

qiuch  higher  than  for  other  manufacturing  enterprises  in  Haiti* 

% 

About  two-thirds  of  employment  in  assembly  plants  is  provided  by 
Ihe  one-third  of  enterprises  which  employ  more  than  409  workers 
each*  Export  oriented  assembly  firms  are  tnerefore  tne  largest 
employers  in  the  country* 


3y  far  the  biggest  plants/  both  in  terns  of  employaent  and 
square  feet/  can  be  found  In  baseball  assenoly/  followed  by 
electronics  which  is  only  slightly  above  average  and  textiles/* 
sonewhat  below  average*  The  saallest  plants  are  in  tne 
miscellaneous  category. 

Contrary  to  the  relative  magnitude  of  labor  in  asseably 
operations/  capital  investvent  in  assembly  is  extremely  low.  in 
average  figure  is  difficult  to  determine  because/  as  already 
indicated/  so  many  of  tne  local  firms  receive  nacninery  and 
equipment  from  their  principal/  the  value  of  which  could  not  be 
included  in  the  survey.  laicing  only  those  fins  for  which  the 
principal  never  provided  the  machinery/  the  average  capital 
invested  was  about  $740/000  in  1979.  It  was  nearly  three  times  as 
nign  in  electronics/  but  only  about  one-thirl  in  textiles* 

Capital  requirements  for  most  local  assembly  companies  are/  of 
course/  much  less  because  tne  principals  furnis.i  most  of  the 
machinery  and  equipment.  Capital  is  therefore  not  a  great 
restraint  for  a  Haitian  who  wants  to  enter  the  asseably  business. 
Finding  a  principal  in  the  United  States  is  prooably  a  greater 
barrier. 

Similarly  the  capital-labor  ratio  is  very  low*  The 
approximate  average  of  $1/500  for  asseably  operations  is  far  lower 
tnan  the  $25/000  found  in  Haitian  import  substituting 
enterprises.  22i/  On  the  other  hand/  average  capacity  utilization 
of  aoout  75  percent  in  assembly  plants  is  double  the  level  in 
industries  producing  for  the  domestic  mar)cet.  225/  It  is  not 
surprising  that  foreign  firms  work  at  a  higher  level  of  capacity 


than  .laitlan  firas  because  subsidiaries  can  be  expected'^o  have  a 
regular  relationship  uith  their  parents. 

2Lgl2fi& 

tiaiti^  like  nost  countries/  has  minimus  uage  legislation.  No 
matter  how  low  minimum  wage  levels  night  be  in  developing 
countries/  the  temptation  is  Lot  economists  to  claim  that  they  are 
too  high/  even  in  very  poor  countries/  as  long  as  there  is  as  vast 
a  pool  of  undereap loyed  persons  as  there  is  in  daitl.  That  minimum 
wages  are  above  the  opportunity  cost  of  laoor  in  Haiti  can  be 
demons trated  by  the  fact  that  the  daily  earnings  of  persons  who 
work  at  home  under  contract  to  more  formal  enterprises  (put^out 
system)  usually  are  between  one-half  and  one-tenth  of  the  official 
mii.imum  wage.  2ifi/ 

it  might  therefore  be  claimed  that  more  capital  intensive 
methods  are  employed  in  Haiti  than  would  be  warranted  by  the  true 
opportunity  cost  of  labor  ("shadow  price")/  particularly  in 
industries  working  for  the  domestic  market  where/  as  indicated 
above/  the  average  capital  per  worker  is  over  $25/003.  On  the 
other  side  of  the  coin/  however/  capital  is  not  particularly 
subsidized  in  Haiti  unlike  the  situation  in  many  developing 
countries.  Long  term  financing  is  generally  not  available/  and 
there  are  neither  special  Interest  rates  nor  special  exchange  rates 
and/or  licenses  for  tne  Import  of  capital.  Moreover/  it  was  shown 
that  in  the  export  oriented  assembly  sector  the  capital-labor  ratio 
is  less  than  one-tenth  of  the  average  in  tne  home  market  oriented 
industries.  As  long  as  there  are  non-econoiic  factors  underlying 
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some  private  and  public  policy  decisions/  certain  capital  intensive 
enterprises  (sucn  as  a  still  aill)  will  be  established  even  if  the 
official  Biniaua  wage  would  drop  to  zero. 

The  wages  reported  by  the  enterprises  in  tne  survey  averaged 
more  than  one-quarter  above  the  official  oininun  wage  of  $51  per 
month/  if  a  5-day  week  is  taken  as  the  nors/  the  usual  work  week  in 
assembly  operations  (Table  IV-3). 

Although  the  implications  of  the  law  are  not  clear/  its  strict 
interpretation  could  result  in  a  legal  montnly  liniaui  of  $69  per 
month  (including  non-working  Sunday  pay)/  compared  to  the  average 
wage  in  the  enterprise  saaple  of  $65  per  month.  Foreign  firms  pay 
a  little  more/  local  firms  somewhat  less  and/  as  expected/  wages 
are  higher  in  electronics  than  in  textiles  (for  details  and 
explanations/  see  Table  lV-3}.  29?/ 

In  the  worker  survey/  the  respondents  reported  about  $13  per 
month  less  in  the  various  categories  than  tne  figures  given  by  the 
managers  in  the  enterprise  survey.  It  should  be  noted  that  the 
wages  reported  by  the  worker  are  the  taxe-hoie  pay  and  therefore 
will  be  less  than  the  levels  given  by  the  firms.  Nevertheless  the 
average  monthly  wage  of  $55  reported  by  the  workers  was  almost  8 
per  cent  above  the  official  miniraui  under  tne  5-day  week 
assumption.  This  compares  to  an  average  monthly  wage  paid  in 
Port-au-Prince  in  1975-76  of  $45  in  clothing  manufacturing  and  $49 
in  industries  similar  to  other  assembly  operations.  223/  The 
workers  in  the  sample  who  had  previous  experience/  reported  an 
average  monthly  wage  of  less  than  $49  in  their  former  job/  about  70 
percent  of  the  wages  they  reported  in  their  present  job.  222/ 
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Table  lV-3  Haiti:  Wages  Reported  in  Surveys  Coaparad  vlth  Official 
Mininua  Wages  « 

December  1979 
(in  U.S.  dollars) 


A 


Monthly 

Monthly 

Minimum  Wages  Per  Month 

Official 

Wages 

Wages 

Dally 

Reported 

Reported 

A 

BCD 

Minlinas 

by 

by 

22  days/ 

24  days/  26  days/  30  days/ 

Wage 

Firm 

Workers 

mo. 

mo.  mo.  mo. 

Textiles 

64 

54 

48 

53 

97 

66 

2.20 

Electronics 

72 

59 

57 

62 

68 

78 

2.60 

Baseballs 

60 

51 

53 

58 

62 

72 

2.40 

Miscellaneous 

63 

59 

51 

55 

60 

69 

2.30 

Average 

65 

55 

51 

55 

60 

69 

2.30 

Note:  Detailed  Information  of  the  Haitian  minimum  wage  law  could  not  be 
obtained.  A  provision  of  the  law  provides  for  non-working  Sunday 
pay  under  certain  circumstances  (after  working  28  hours  In  a  6  day 
week).  Most  assembly  plants,  however,  work  only  a  5  day  week. 

Therefore  the  monthly  minimum  wage  was  calculated  on  the  basis  of 
four  assumptions: 

A  5  day  %feek 
B  9s  day  week 
C  6  day  week 
D  7  day  week 

Sources:  Inti.  .  .  ,  Tables  IV-il  and  V-4;  IBRD,  Report  Ho.  3079  HA.  Feb.  17,1981. 

Table  2.5,  corrected  by  the  authors. 


Taere  is  no  question  about  the  fact  that  their  wages  put 
asseabl/  workers  in  the  upper  Income  groups  in  Haiti*  According  to 
a  *.975  survey/  70  percent  of  the  households  living  in 
Port-au-Prince  had  incoaes  of  less  than  $40  per  eonth.  20,2/  Sven 
ailOi^ing  for  inflation  this  would  be  still  below  the  average 
tatce-home  pay  reported  by  the  assembly  workers  in  the  present 
survey. 

diven  that  fact  and  tne  existence  of  the  "put-out"  system  in 
the  subcontracting  industry  in  Haiti/  one  would  expect  to  find  that 
3  majority  of  tne  firms  would  consider  tne  einimun  wage  too  nigh. 
The  survey  did  not  show  this,  in  reference  to  worker  productivity/ 
only  lv%  of  the  aanagers  considered  tne  minimus  wage  too  high/  but 
73*  considered  it  adequate  and  17%  considered  it  too  low*  3^1/  In 
reply  to  another  question  in  the  enterprise  survey/  more  than  BO 
percent  of  tne  respondents  said  tnat  they  would  not  hire  additional 
workers  if  the  minimum  wage  were  abolished.  This  included  even  a 
majority  of  those  who  considered  tne  minimu.i  wage  too  hign. 

This  does  not  mean  that  the  minimum  wage  is  irrelevant.  It 
only  indicates  that  the  existence  of  the  linimui  wage  in  1979-80 
did  not  noticeably  affect  the  level  of  employment*  It  should  be 
noted  that  almost  6C  percent  of  the  assembly  subcontractors  in  the 
sample  charge  their  principal  a  piece  rate  based  on  tne  piece  rate 
paid  to  the  workers  plus  overhead  and  a  profit  mark  up.  The  number 
of  jobs  created/  therefore/  is  determined  to  a  great  extent  by  the 
demand  for  Haitian  laoor  by  the  principal  in  the  United  States. 

That  demand/  in  turn/  largely  depends  on  the  gap  between  U.S.  and 
Haitian  wages/  productivity  differential  tariffs  and  transportation 
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costs.  According  to  the  response  in  the  survey/  about  iTalf  of  the 
firns  reported  that  their  productivity  uas  about  equal  to 
U.S.  levels  for  comparable  product  lines  and  activities/  while' 
about  one-fifth  said  that  it  uas  superior.  Available  evidence 
seems  to  support  these  results.  1112/ 

As  long  as  the  gap  in  labor  costs  between  the  United  States 
and  Haiti  greatly  exceeds  transportation  costs  plus  tne 
ii.S.  tariffs  on  Haitian  value  added/  there  will  be  an  econoaic 
incentive  for  U.S.  companies  to  subcontract  the  labor  intensive 
parts  01  their  production  processes  in  Haiti.  Inis  does  not  imply 
that  nlniauii  wages/  if  enforced/  can  be  pushed  higher  and  higher  as 
long  as  tne  gap  covers  the  other  costs  mentioned,  first  of  ail/  it 
may  cause  severe  distortions  in  the  Haitian  economy/  such  as  major 
substitutions  of  capital  for  labor  which  have  serious  implications 
for  a  labor  abundant/  poverty  stricken  economy.  Second/  if  the  gap 
is  not  large  enough/  it  may  still  cover  transportation/  tariff 

and  other  direct  costs/  yet  may  not  be  able  to  offset  tne 
bureaucratic  and  political  risks  in  Haiti  which  are  still  perceived 
as  formidable.  Thus  assembly  business  may  oe  lost  if  wages  rise  to 
aucn  higner  levels/  atlhough  they  may  remain  below  those  of 

celevant  international  competitors. 

\ 

\ 

% 

Iafi.Ldbac.Efi£S£ 

?  Haiti  is  not  different  from  other  countries  in  having  a  high 
proportion  of  women  in  assembly  plants.  The  74.6  percent  found  in 
the  survey  is  slightly  lower  than  in  Mexico  (77.3  percent  in  1960; 
see  Chapter  3).  In  Haiti/  however/  women  seem  to  constitute  a  aucn 
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larger  share  of  the  labor  force  than  in  Mexico  and  in  nany  other 
countries*  ilbject  poverty  makes  unemployment  almost 

impossible.  Most  adult  women  have  to  go  to  work.  It  is  also  ] 
reported  tnat  women  in  t'ort-au-Prince  outnumber  len  by  30 
percent.  12i/ 

Jefore  working  in  the  assembly  plants  where  they  were 
interviewed/  more  than  half  of  the  women  neid  otner  jobs  or  were 
looking  for  work.  Aell  over  90  percent  said  that  they  would  remain 
in  the  labor  force  if  they  were  to  lose  their  present  jobs.  These 
responses  were  not  substantially  different  from  those  given  oy 
men.  2^5/  The  major  difference  was  that  almost  one-guarter  of  women 
workers  were  going  to  school  before  taking  tne  assembly  job/ 
compared  to  half  of  that  proportion  for  men* 

In  Haiti/  as  in  other  counties/  two  main  reasons  are  invoked 
to  explain  the  predominance  of  women  in  assembly  plants:  women/ 
unlike  men/  possess  the  manual  dexterity  needed  in  assembly 
operations/  and  tney  are  more  docile  ana  less  militant  than  men* 
Regarding  dexterity/  the  survey  found  that  wages  for  men  averaged 
nearly  ten  percent  above  those  for  women.  22^/  "iven  that  workers 
are  paid  a  piece  rate/  the  wage  should  reflect  productivity.  30?/ 
Regarding  docility/  labor  militancy  is  still  unknown  in  Haiti, 
indeed  more  than  three-fourth  of  the  workers  did  not  know  what  a 
labor  union  is  and  in  none  of  the  51  firms  in  the  sample  was  labor 
organized.  The  high  proportion  of  women  in  the  assembly  work  force 
in  Port-au-Prince  is  probably  due  in  part  to  the  more  abundant 
supply  of  female  labor  there  and  in  part  to  cultural  factors 
already  referred  to  in  the  study  of  Mexico.  223/ 
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Almost  three  quarters  of  the  assembly  worlcers  were  born 
outside  of  Port*au'Pr ince*  Yet  the  assembly  industries  have  not 
constituted  a  particularly  strong  stimulus  to  ligration.  it 

the  time  of  the  survey/  the  migrant  worker  had  been  in 
Port*au-Prince  an  average  of  14  years/  long  before  the  assembly 
industries  emerged  as  a  significant  force  in  Haiti's  economic 
development.  212/ 

The  existence  of  a  large  labor  pool  for  assembly  work  is 
demonstrated  by  the  selectivity  exercised  by  the  firms  in  their 
hiring  practices.  Since  minimum  wage  is  above  what  needs  to  be 
paid  for  unskilled  labor  in  the  informal  sector/  assemoly  managers 
give  preference  to  persons  with  some  skills/  such  as  literacy  and 
previous  experience.  In  the  face  of  a  literacy  rate  of  only 
one-quarter  of  the  adult  population  in  ilaiti/  2IL/  more  than  half 
of  tne  enterprises  always  require  literacy  (in  electronics  it  is 
more  than  three-quarters)  and  generally  pay  a  higher  wage  than 
those  that  never  require  it  as  an  employment  condition.  Vocatonal 
training/  surprisingly/  was  not  required  by  many  firms;  the  highest 
level  is  in  textiles  waere  only  one-quarter  of  the  companies  insist 
on  it.  Although  about  half  of  the  firms  require  prior  experience 
(in  textiles  it  is  much  higher/  in  electronics  much  lower)/  they  do 
not  pay  a  higher  wage  than  firms  that  do  not  require  it.  2l2/ 

Although  few  assembly  enterprises  say  that  they  require 
vocational  training/  about  half  of  the  workers  in  the  sample 
reported  such  training.  About  one-third  of  the  workers  Interviewed 
had  previous  assembly  experience  and  another  5  percent  worked  in 
non-assembly  jobs.  211/  </hile  neither  vocational  training  nor 
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previous  experience  seesed  to  sake  oiuch  difference  in  uStkecs* 
earnings/  education  is  positively  correlated  with  asseably 

wages.  115/  Tne  surprising  fact  is  that  nearly  9}  percent  of  the 
assembly  workers  reported  at  least  one  year  of  schooling. 

One-third  had  soae  high  school  and  44  percent  coipietei  elementary 
school*  115/  These  levels  are  far  above  those  for  the  country  as  a 
whole  and  also  significantly  above  those  for  Port-au-Prince  where 
tne  educational  level  is  much  higher  than  for  the  rest  of  the 
country.  112/  It  is  not  surprising/ given  the  difference  in  ■.'ages/ 
that  the  highest  educational  level  was  found  in  electronics  and  the 
lowest  in  baseball  asseably. 

Compared  to  Mexico  and  other  countries  in  wnich  offshore 
assembly  activities  take  place/  the  average  age  of  assembly  workers 
is  relatively  high  in  Haiti/  about  29  years*  111/  It  is  somewhat 
lower  in  electronics  and  a  little  higher  in  the  other  assembly 
categories.  Age/  unexpectedly/  tends  to  be  inversely  correlated 
with  wages.  212/  This  survey  result  is  consistent  with  another  that 
indicates  that  seniority  of  workers  in  the  factories  is  unrelated 
to  tneir  earnings*  This  surprising  finding  appears  to  say  either 
that  learning  on  the  job  is  not  rewarded  or  that  productivity 
declines  with  time  spent  on  the  job.  The  latter  maybe  due  to 
boredom  witn  routine  tasks  or  decline  in  efficiency  with  age. 

Given  piece  rate  pay/  lower  wages  would  result  in  either  case.  It 
may  be  too  early/  however/  for  any  pattern  to  emerge  since  the 
average  seniority  is  just  below  4  years  and  about  half  of  the 
workers  have  been  in  tneir  present  job  for  less  tnan  tnree  years* 
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7ron  the  perspective  of  developing  countries/  much  is  made  of 
the  apparent  weak  linkages  of  offshore  assembly  activities  with  the 
rest  of  the  economy*  In  iaiti,  however/  the  rudiaentary  status  of 
overall  industrial  development  combined  with  the  predominance  of 
imported  inputs  would  lead  one  to  believe  that  intersectoral 
linkages  are  weak  in  general* 

Although  assembly  plants  in  Haiti  are  not  isolated  from  the 
rest  of  the  economy  as  they  are  in  other  places  tnrough  "in  bond" 
and  free  zone  restrictions/  the  output  of  sophisticated  assembled 
intermediate  goods  such  as  computer  harnesses/  integrated  circuits/ 
etc*  could  hardly  serve  as  inputs  for  Haitian  industries  in  a 
"forward  linkage*"  Nor/  for  that  matter/  could  the  output  of 
assembled  finished  goods  such  as  baseballs/  wigs/  stuffed  toys  and 
relatively  expensive  clothing  find  a  ready  market  in  the  country* 

In  respect  to  backward  linkages/  however/  significant  progress 
nas  been  made*  For  example/  in  the  assemoly  production  of 
cassettes/  the  plastic  shells  are  purchased  from  a  local  producer; 
in  baseballs  and  softballs/  the  core  is  now  fabricated  in  Haiti  and 
the  glue  is  supplied  locally;  some  threads  are  also  purchased  on 
the  domestic  market  even  though  the  price/quality  relation  may  not 
be  up  to  international  standards*  All  tnese  items  were  previously 
imported*  3211/ 

Despite  the  increased  .use  of  local  materials  In  baseballs/ 
there  was  no  increase  in  the  share  of  dutiaole  value  (value  added 
in  Haiti)  as  a  percent  of  total  value  of  (J*S*  baseball  imports  from 
Haiti  under  U*S*  tariff  item  307*00*  Value  added  in  Haiti  averaged 
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around  one-third  of  total  asseably  value  exported  to  th^  United. 
Stateo/  according  to  data  obtained  froe  the  J.S*  International 
Trade  Commission*  In  most  other  product  groups  there  was  no 
noticeable  expansion  of  use  of  Haitian  materials  (Table  IV-4). 

yet/  if  one  examines  the  overall  proportion  of  Haitian  value 
added  in  total  U.S.  imports  from  Haiti  over  time/  one  notes  a 
decline  until  1974  and  then  a  gradual  increase  (Table  IV-1).  The 
early  decline  appeared  to  be  due  to  the  use  of  more  expensive 
U*S«  components/  as  U>S«  producers  become  more  confident  in  Haitian 
assembly  capaoilities.  The  subsequent  rise  in  t.ie  Haitian  value 
added  share  can  be  attributed  to  the  greater  attention  being  given 
to  quality  control  in  Haitian  assembly  plants/  thus  increasing  the 
payroll  component  of  value  added  through  the  employment  of  higher 
paid  supervisory  and  quality  control  personnel.  121/  This  is 
especially  true  of  the  assembly  of  office  machines/  where  the 
dutiable  value  (value  added  in  Haiti)  rose  from  £  percent  of  total 
U.S.  (S37)  imports  from  Haiti  in  1973/  tne  first  year  of 
production/  to  IS  percent  in  1978/  assemblies  of  electrical  and 
electronic  equipment/  such  as  electric  motors/  etc./  where  tne 
value  added  proportion  rose  from  10  percent  in  1970  to  36  percent 
in  1978  (Table  IV-4).  Aside  from  ''miscellaneous  electrical 
products"/  in  other  categories  generally  more  than  one  quarter  of 
total  export  value  Is  added  in  Haiti  (in  II  resistors  and  parts"  It 
was  one-third  in  1976  and  in  "gloves  11  over  one-naif/  probably 
because  of  the  increased  use  of  local  leather)  222/ 


MtSC.  ELECTRICAL 

CATACITORS  ELECTRIC  MOTORS  GLOVES  PRODUCTS  A  PARTS 

Total  S07  Dutiable  Total  807  Dutiable  Total  807  Dutiable  Total  807  Dutiable 

Value  X  of  Total  Value  Z  of  Total  Value  X  of  Total  Value  Z  of  Total 
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The  aost  iaportant  indirect  linkage  of  assevbly  operations  to 
the  t.aitian  econony  is  through  the  consumption  expenditures  of 
assembly  workers.  If  one  uses  the  U.S.  embassy  figure  of  SO/CQO 
workers  and  tne  $55  average  monthly  wage  reported  by  the  workers  in 
the  surve/z  a  total  annual  wage  bill  of  almost  $49  fflillion 
results.  IZlf  If  aost  of  this  amount  is  spent  on  foodz  shelterz 
simple  clothing  and  tr anspor tationz  items  which  would  have  a  very 
low  import  contentz  the  impact  on  Haitian  econoaic  development 
would  be  suostantial.  Hi/  Incomes  of  managers  and  profits  might 
nave  a  smaller  effect  since  substantial  portions  would  ue  spent 
either  aoroad  or  on  imparted  luxury  items. 

in  respect  to  transfer  of  technologyz  there  is  a  flow  of 
technicjil  assistance  between  the  foreign  principals  and  the  Haitian 
assembly  plants.  <fell  over  half  of  the  firas  in  the  survey 
reported  that  foreign  principals  always  provide  technical 
assistance  and  an  additional  few  indicated  that  they  sometimes 
do.  125/  ^uch  of  the  assistance  comes  through  foreign  technicians 
sent  by  the  principal  on  a  temporary  basis.  About  60  percent  of 
the  assembly  fins  said  that  foreign  technicians  visit  on  a  steady 
basis  and  well  over  one-third  reported  tnat  they  regularly  send 
their  own  technicians  abroad  for  training.  126/  Since  the  majority 
of  assembly  factories  are  in  Haitian  hands/  new  worxing  methods  and 
production  technigues  can  easily  be  transferred  to  other  sectors  of 
tne  Haitian  economy/  particularly  because  some  Haitians 
simultaneously  operate  assembly  plants  as  well  as  other  businesses. 


The  general  perception  is  that  subcontracting  is  a  volatile 
business  and  so  asseniol/  operations  will  be  rattier  unstable* 
Instability  in  these  activities  can  be  due  to  two  tnain  reasons: 
sensitivity  to  the  external  business  cycle/  particularly  in  the 
United  States/  and  the  involvement  of  footloose  U*S.  industries  and 
fly-by-night  enterprises  out  to  make  a  fast  profit  and  run. 

:<egarding  the  first/  a  look  at  Table  IV-1  shows  that  Haitian 
assembly  exports  to  the  United  States  increased  oy  leaps  between 
19c9  and  196C*  The  only  interruption  of  the  laonotonic  expansion 
occurred  in  1975  wnen  there  was  a  3  percent  decline  in  total  export 
value  after  doubling  in  1974  over  the  previous  year.  This  slight 
oreak  can  probably  be  attributed  to  the  U.S.  recession  of  1974-75 
anu  was  entirely  due  to  a  7  percent  drop  in  the  value  of 
U.S.  components  used  tor  assembly.  Haiti/  however/  was  not 
adversely  affected;  to  the  contrary/  assembly  activities  generated 
an  over  7  percent  rise  in  the  country's  value  added  in  1975.  In 
textiles  there  was  a  barely  noticeable  1975  hesitation  in  tne 
steady  increase  and  the  only  product  group  where  a  significant 
decline  can  be  found  is  in  equipment  for  electric  circuits  where 
the  total  drop  in  value  added  hardly  amounted  to  $250/900. 

The  assembly  firms  in  Haiti  seem  to  have  a  sanguine  outlook 
regarding  the  fragility  of  their  operations.  Nearly  one-half  of 
them  believe  that  a  U.S.  recession  will  not  affect  them/  according 
to  the  survey  which  was  taken  at  the  beginning  of  1930  when  a 
business  downturn  abroad  threatened*  Textile  companies  are  the 
less  optimistic  of  the  assembly  firms.  Depending  on  the 
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industry/  either  a  supply  side  or  a  deoand  side  explanation  is 
given.  In  the  foreer/  the  assunption  is  that  in  a  business 
doknturn  the  U.S.  principals  will  have  an  additional  incentive. to 
reduce  production  costs  and  therefore  ulll  love  tore  operations 
abroad;  in  the  latter/  tne  assunption  is  that  consumers  will  shift 
from  expensive  to  cheaper  products  (i.e./  instead  of  buying  fancy 
electronic  gadgets  for  children/  adults  vill  give  taea  stuffed 
toys). 

In  this  respect/  it  is  interesting  to  note  that  in  Haiti  light 
manufactured  exports  tnat  use  local  materials  appear  to  have  been 
deeply  affected  oy  the  J.S.  1974*75  recession.  There  uas  a  drop 
of  about  one*quarter  in  these  exports  between  1974  and  1975  and  a 
further  decline  in  the  following  year  so  that  1976  was  almost 
one-third  below  1974.  Only  in  1978  were  1974  export  levels  reached 
in  nominal  terms  (in  real  terms  probably  not  until  193)).  12S/ 

In  respect  to  the  argument  that  footloose  industries  impart 
instability/  the  record  snows  that  only  a  few  offshore  assembly 
products  have  emerged  and  disappeared/  while  most  product  lines 
nave  steadily  increased.  1^2/  Almost  by  definition/  footloose 
industries  are  those  that  require  a  small  capital  investment. 
Obviously  Haiti's  assembly  plants  qualify  under  that  definition. 

For  that  reason  it  is  surprising  that  so  few  industries 
disappeared.  This  does  not  mean  that  there  have  been  no 
fly-by-night  operators  and  that  subcontractors  In  Haiti  did  not  get 
hurt/  but  one  may  conclude  that  this  kind  of  instability  appears  to 
have  had  trivial  effects  on  the  Haitian  economy. 
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burthermore/  Haitian  asseably  operators  have  learnffQ  hou  to 
protect  theaselves  against  the  ups  an4  downs  of  subcontracting* 
Almost  all  of  then  work  with  more  than  one  U.S*  enterprise  and  the 
majority  subcontract  with  aore  than  two  principals*  Often  this 

Will  reduce  the  risK  by  tending  to  smooth  the  fluctuations  in  the 
total  orders*  It  will  be  especially  true  if  the  local  enterprise 
assembles  several  different  product  lines/  eacn  of  which  may  be 
subject  to  diverse  seasonal  and  cyclical  variations* 

The  low  capital  requirements  in  this  business  permits  the 
local  entrepreneur  to  diversify  his  assembly  operations  so  that  he 
can  work  for  J*S*  firms  in  different  industrial  sectors/  either 
simultaneously  or  by  shifting  his  work  force  from  one  assembly 
production  to  another  according  to  the  external  demand*  It  was 
Observed  in  the  survey  that  the  low  capital«output  ratio  enables 
some  firms/  with  only  minor  modifications  in  their  factories  and 
equipment/  to  move  from  baseballs  to  cassettes  or  from  electronics 
to  textiles/  as  they  lose  contracts  in  one  area  but  find  them  in 
another*  Thus/  it  is  not  the  foreign  principal  who  is  "footloose" 
but  rather  the  Haitian  firm/  by  displaying  a  high  mobility  between 
foreign  principals  and/or  production  sectors*  It  is  this 
flexibility/  a  manifestation  of  perceptive  Haitian 
entrepreneurship/  which  has  given  stability  to  the  growth  of  the 
country's  asseably  activities* 
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Assenbl/  production  has  becoae  an  integral  part  of  Haiti's 
econoaic  activities*  It  is  not  a  marginal  appendix  as  in  some* 
other  countries  engaged  in  these  operations^  but  it  is  a  major 
contributor  to  Haiti's  econoiic  development  and  the  leading  edge  of 
the  country's  industrialization.  The  best  estimate  is  that  value 
added  in  assembly  activities  now  constitute  close  to  a  guarter  of 
ail  income  generated  in  Haiti's  manufacturing  sector  and  provides 
about  the  same  proportion  of  the  country's  export  earnings*  331/ 
Mhile  the  employment  it  creates/  estimated  at  60/000  persons  in 
lv&?/  may  appear  small  in  relation  to  the  total  labor  force  of  over 
2.5  million/  it  is  probably  much  larger  tnan  employment  in  the  rest 
of  the  modern  manufacturing  sector  in  the  country*  112/ 

AQ-c<a£ldX£.l£SAfiC2 

It  would  be  difficult  to  support  the  assertion  that/  as  in 

Mexico/  assembly  activities  form  an  economic  enclave  in  Haiti* 

First  of  ail/  Haiti  is  at  the  bottom  of  the  development  ladder  so 

that  linkages  among  its  economic  sectors  are  weak  and  it  is  still 
% 

far  from  being  an  integrated  economy*  Second/  assembly  production 
fs  concentrated  in  the  economic  and  population  center  of  the 
country/  metropolitan  Port>au*Prince/  and  not  in  a  remote  region 
far  removed  from  the  capital/  as  in  Mexico.  There  are  no  laws 
explicitly  restricting  assembly  plants  to  a  free  trade  zone  or  to 
"in-bond**  operations*  However/  there  is  a  formal  legal  barrier  to 
selling  assembly  items  produced  with  imported  components  on  the 
local  market*  As  of  now/  assembly  firms  have  no  strong  economic 
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incentives  to  sell  at  hone  in  view  of  the  Meatc  ienand  for  their 
products  relative  to  export  deiand. 

The  lack  of  tight  integration  of  offshore  assembly  operations 
into  the  rest  of  the  economy  is  not  too  different  froi  the 
relatively  eeak  linkages  of  other  industries  tnat  use  imported 
materials.  This  is  particularly  true  of  many  of  the  nee  import 
substituting  industries  tnat  are  very  import  intensive  in  respect 
to  inputs. 

The  basic  problem  of  national  economic  integration  is  one  of 
the  levels  of  economic  development.  As  income  levels  rise  and 
improved  public  policy  helps  ease  supply  constraints/  the  various 
economic  sectors/  including  assembly  industries/  will  be  tied  more 
closely  together  and  therefore  raise  their  contribution  to  the 
country's  economic  developaent. 

In  tae  meantime/  tne  linkages  of  assembly  production  have  not 
been  trivial  and  compare  favorably  with  those  of  other  economic 
activities  in  the  country.  Mot  only  do  the  incomes  generate!  by 
assembly  create  a  significant  demand  for  local  goods  and  services 
but  assembly  production  has  provided  a  substantial  stimulus  to  the 
banking/  transportation  and  communications  sectors/  as  well  as 
catering  services.  ifhile  some  local  components/  such  as 

materials  for  baseball  cores/  leather  for  snoes  and  handbags/ 
plastic  cases  for  cassettes/  and  correguated  carton  boxes  and  other 
pacKlng  materials  are  used  in  assembly  production/  any  substantial 
increase  in  tne  use  of  local  Inputs  in  assembly  operations  must 
awoit  the  elimination  of  supply  problems  in  other  sectors/  in 
particular/  agriculture. 


Within  the  ‘context  of  an  underdeveloped  economy  such  as 
.Haiti's/  assembly  operations  help  transfer  technology  to  a 
signiticant  degree.  The  sere  existence  of  these  activities  which 
comprise  perhaps  half  of  the  country's  modern  sector/  introduces 
workers  to  factory  discipline/  new  equipment  and  working  methods. 
Even  an  average  training  period  of  only  two  months  provides  skill 
levels  far  above  the  mean  of  the  Haitian  labor  force.  Is  was 

e 

Shown  there/  is  a  considerable  interchange  of  technicians  between 
the  Haitian  plants  and  the  U.S.  principals.  And  the  mere  fact  that 
asseiooly  operations  and  other  production  activities  often  are 
carried  on  within  the  same  firm/  makes  an  unusual  economic  and 
technological  isolation  of  the  former  highly  unlikely. 

QSCSQflfiOfiy 

The  strong  linkages  of  assembly  plants  to  foreign  companies  do 
not  appear  to  have  introduced  extraordinary  instability  into  the 
Haitian  economy.  While  tnere  is  a  dependence  on  foreign  orders  or 
contracts/  daitian  entrepreneurs  have  learned  to  protect  themselves 
against  the  extremes  of  this  dependency/  often  by  spreading  the 
riSK  among  several  foreign  firms  and  assembly  products. 

Interestingly/  the  foreign  principal/  in  turn/  apparently 
wants  to  keep  the  dependency  relationship  to  a  ainlmum:  while 
prepared  to  provide  machinery  and  equipment  to  the  Haitian  assembly 
plant/  the  principal  does  not  provide  such  financing.  Only  7 
percent  of  the  firms  interviewed  in  the  survey  reported  that  they 
were  in  debt  to  the  principal.  Nearly  all  of  the  rest  borrowed 
from  private  banks  in  Haiti.  135/ 
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The  enclave  argument  implies  that  tne  resources  devoted  to 
assembly  production  could  be  more  efficiently  used  in  economic' 
activities  with  greater  linkages/  especially  those  that  produce  for 
the  domestic  market  with  domestic  materials*  At  best/  according  to 
an  expanded  version  of  the  argument/  subcontracting  creates 
employment  witnout  creating  corresponding  increases  in  goods  and 
services.  The  result  will  be  addditional  pressures/  (a)  on  imports 
leading  to  a  worsening  of  the  balance  of  payments/  and  (b)  on 
prices  resulting  in  an  acceleration  of  inflation* 

Apart  from  the  fact  that  the  notion  of  an  assembly  enclave  is 
only  weakly  applicable  to  Haiti/  if  at  all/  the  evidence  shows  a 
significant  underutilization  of  resources  in  the  country*  Mot  only 
is  labor  massively  un«  and  underemployed/  but/  outside  of  the 
assembly  plants/  between  half  and  two*thirds  of  installed  capacity 
in  the  modern  sector  apparently  is  not  utilized*  HI/  inlhile  It 
car.aot  be  assumed  that  there  is  enough  flexibility  in  Haiti's 
productive  system  so  that/  given  excess  capacity/  output  will 
Increase  in  response  to  increased  demand  from  new  assembly  workers/ 
neither  can  it  be  assumed  that  resources  shifted  from  assembly  to 
other  sectors  would  be  fully  employed*  Indeed/  a  contrary  argument 
can  be  made  that/  insofar  as  assembly  operations  have  a  higher 
average  capacity  utilization  than  other  industries/  shifting 
resources  out  of  assembly  would  decrease  tne  already  low  level  of 
efficiency  of  the  Haitian  economy* 
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On  th«  othtr  slier  even  a  vague  faailiaritjr  with  Hflti's 
econoay/  could  lead  one  *  j  "ue  on  behalf  of  putting  resources 
Into  physical  Infrastruct  .e  and  agriculture.  The  long  run  returns 
from  such  Investments  could  be  considerably  higher  than  rlsiclng 
funds  elsewhere.  .Howeverr  before  Haiti  can  effectively  use  large 
resources  for  those  purposes/  it  uill  require  enoraous  iaproveaents 
in  the  country's  public  administration  and  institutions/  not  to 
speaic  of  general  education,  because  of  political  and  bureaucratic 
deficiencies/  the  country's  absorptive  capacity  is  severely 
limited.  Agricultural  and  infrastructure  investients  clearly  aust 
be  part  of  a  long  term  developaent  program/  but  in  the  short  run  do 
not  compete  with  manufacturing  ventures.  Moreover/  resources  for 
assembly  industries  are  generally  not  available  for  other 
activities;  if  taey  are  fungible/  It  would  be  only  with  other 
components  of  the  modern  sector. 

If  to  these  factors  the  evidence  is  added  which  indicates  that 
Jobs  can  be  created  in  assembly  plants  at  a  much  lower  cost  than 
elsewhere  in  modern  activities  in  Haiti/  then  It  becomes  clear  that 
public  policies  should  not  be  neutral  in  respect  to  the  promotion 
of  assembly  production.  The  assertion  that  assembly  activities/  by 
creating  incomes  without  the  counterpart  of  available  goods  and 
services/  will  lead  to  increased  imports  and  Inflation  more  than 
other  modern  economic  activities/  seems  to  be  without  foundation. 


au£&auccac]£_aQd.£ubii£.£aIicx 


One  of  ttie  oost  critical  elenents  in  tne  expansion  of  the 
assembly  sector  in  Haiti  is  the  need  to  reduce  bureaucratic  red 
tape.  Inefficient  bureaucracy  is  perceived  to  oe  the  lost 
important  drawback  of  doing  business  in  the  country/  despite  the 
fact  that  Haiti  has  gone  further  toward  the  "free  enterprise"  ideal 
than  most  nations  in  the  Third  World.  Docuaents  for  imports  and 
exports  take  a  long  time  to  obtain  and/or  to  be  approved/  and 
necessary  information  is  difficult/  and  sometimes  impossible  to 
come  by. 

It  can  be  reasoned  that  these  problems  brought  about  the  high 
proportion  of  local  ownership  of  assembly  plants  in  Haiti  (relative 
to  Mexico/  for  example).  Foreign  companies  hesitate  to  establish 
subsidiaries  in  this  environment  and  some  prefer  to  subcontract 
with  Haitian  firms  who  know  their  way  around  their  country's 
bureaucracy.  This  reasoning  leads  to  the  deduction  tnat  as  the 
foreign  enterprises  get  used  to  doing  business  with  Haiti  and  learn 
"the  ropes"/  more  of  them  will  Invest  directly  in  offshore  assembly 
production.  ii2/  Several  Haitian  assembly  firms/  particularly  in 
oaseballs/  one  of  the  oldest  assembly  activities  in  the  country/ 
were  bought  by  U.S.  companies  during  the  second  naif  of  the  1970s. 

jne  may  expect/  therefore/  that  streamlining  bureaucracy  in 
Haiti  will  induce  sore  U.S.  firms  to  set  up  their  own  offshore 
assembly  production  there.  This  does  not  necessarily  mean  that  the 
composition  of  ownership  of  assembly  plants  will  change  in  favor  of 
foreigners.  First/  it  can  be  assumed  that  Haitian  entrepreneurship 
has  become  well  entrenched  in  subcontracting  activities  and  will 


continue  to  participate  in  their  expansion*  Second/  there  is  a 

large  pool  of  potential  entrepreneurs  anong  the  ueii  educated 

Haitians  residing  in  the  United  States  and  elsewhere  abroad/  who 

would  return  as  technicians  and  businessnen  if  the  public 

environment  in  tneir  country  were  less  cuabersoae* 

There  is  another  face  to  the  current  weakness  in  the 

bureaucracy.  Because  of  lack  of  coordination  and  duplication  of 

efforts/  some  of  the  laws  applying  to  productive  activies  are 

enforced  sporadically  and  unevenly.  This  applies  to  aininua  wages 

as  well  as  to  income  and  other  taxeS/  some  of  wnich  affect  the 

assembly  industry.  Even  the  wage  levels  declared  by  the  firm 

managers  implied  that  the  7th  rest  day/  required  by  a  strict 

interpretation  of  the  law/  was  not  paid.  This  means  that  a 

substantial  numoer  of  workers  receive  less  than  the  minimum/  not 

necessarily  because  of  a  nead-on  violation  of  tne  laW/  but  because 

the  piece  rate  is  set  so  that  the  norm  is  minimua*  If  the  norm  is 

the  average/  at  least  half  of  tne  workers  would  earn  less  than  the 

minimum.  Sven  an  employers'  association/  Association  des 

Industries  O'Haiti  (AOIH)/  recently  recommended  that  the  minimum 
% 

wage  should  be  considered  a  floor  rather  than  a  ceiling,  lill/  If 
\he  piecework  earnings  of  a  worker  fall  below  the  norm/  he  or  she 
shoulj  not  be  paid  less  than  the  minimum,  lil/ 

Bureaucratic  rigidities  seem  to  prevent  a  oetter  coordination 

% 

within  the  public  sector  itself  and  result  in  lost  tax  revenues* 
For  new  industrial  firms  the  law  provides  far  a  five-year  complete 
Incoie  tax  exemption  and  an  additonai  five  years  of  reduced  taxes* 
About  one  quarter  of  the  firms  interviewed  in  the  survey  had 
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changed  their  names  and  by  so  doing  have/  in  effect/  roM«d  over 
their  tax  exemption  period.  All  in  ail/  according  to  the  survey 
well  over  half  of  the  enterprises  are  evading  taxes.  H2/  This -loss 
of  revenues  is  costly  since  it  does  not  result  in  job  creation  and 
amounts  to  a  disguised  subsidy  to  capital.  A  tax  holiday  to 
attract  foreign  companies  may  be  too  high  a  price  to  pay  for  a  low 
tax  country  like  Haiti.  It  is  dubious  whether  income  tax  exemption 
plays  a  role  in  the  locational  decision  of  a  U.S.  firm/  given  the 
existence  of  the  foreign  tax  credit.  At  any  rate/  a  tightening  up 
of  tne  income  tax  administration  should  be  high  on  the  policy  list. 

The  other  fiscal  incentive  for  assembly  operations  is  the 
system  which  permits  a  fin  that  received  a  franchise  to  import 
inputs  duty  free.  This  system  lends  itself  to  abuse.  Aside  from 
the  possibility  of  bribery/  it  encourages  smuggling  since  there  is 
little/  except  its  conscience/  to  prevent  a  franchised  firm  from 
importing  for  resale  consumer  goods  not  used  in  the  firm's 
production.  It  would  be  wise  to  abolish  the  franchise  system  and 
suostitute  an  automatic  duty  free  importation  of  machinery/ 
equipment/  and  intermediate  goods/  such  as  raw  materials  and 
components  for  assembly  plants.  In  this  connection  it  might  be 
useful  for  the  government  to  consider  the  establishment  of  a  free 
zone/  which  ordinarily  would  have  no  place  in  a  relatively  open 
economy  such  as  Haiti's.  Bureaucratically/  a  free  zone  might  be 
efficient  because  Imports  could  be  gotten  through  custoas  much 
faster/  since/  by  definition/  they  would  not  be  subject  to  the 
usual  entry  procedures. 
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In  the  past/  the  povernnent  appears  not  to  have  raniced 
economic  development/  and  industry  in  particular/  very  high  on  its 
scale  of  priorities.  Recently/  industrial  proiotion  has  received 
more  attention.  252/  the  revamping  of  the  tax  structure/  as 
suggested/  is  an  important  step  towards  helping  econoiic  expansion, 
tfhiie  income  taxes  must  form  the  primary  basis  for  public  revenues/ 
import  tariffs  can  become  a  significant  policy  tool  for 
development. 

•laiti  has  been  rather  unique  among  developing  countries  in 
respect  to  the  scant  use  of  tariffs  for  industrial  promotion.  The 
real  level  of  protection  has  declined  over  time/  not  because  of 
deliberate  government  policy  to  liberalize  trade/  but  because  the 
country  relies  on  specific  rather  than  tariffs.  In  an 

inflationary  situation  it  means  that  import  duties  will  represent  a 
diminishing  proportion  of  total  import  value. 

If  this  erosion  of  protection  is  combined  with  a  creeping 
overvaluation  of  the  currency/  as  domestic  inflation  exceeds 
external  price  rises/  incentives  for  domestic  production  will  be 
weaxened.  Therefore/  the  trend  is  to  substitute  Imports  for 
domestic  materials.  This  tendency  is  exacerbated  by  public 
policies  that  have  an  unintended  disincentive  effect  for  the 
production  of  such  items  as  cotton  and  wood.  Add  to  this  strctural 
rigidities  introduced  by  such  factors  as  the  land  use  and  tenure 
patterns/  and  the  inelasticity  of  domestic  supply  becomes  one  of 
the  most  serious  problems  for  the  country's  econoiic  development. 
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rite  reversal  of  this  trend  does  not  call  for  all  out  iaport 
substitution  such  as  was  practiced  in  aany  Latin  American  countries 
during  the  1950s  and  19oiis.  This  indeed  would  be  a  disastrous 
policy  for  a  country  like  Haiti.  But  it  is  aliost  as  absurd  for 
some  existing  import  suostituting  industries  to  have  increased  the 
import  content  of  their  material  inputs  to  close  to  139  per  cent. 
«iita  rational  policies  Haiti  could  supply  more  inputs  to  its 
industries. 

Such  policies  night  include  carefully  designed  protection  (for 
a  limited  period  of  time)  to  foster  the  production  of  items  in 
which  the  country  had  already  demonstrated  efficient  production  or 
hhicn  it  could  clearly  develop.  Automatic  drawback  of  tariff 
duties  would  provide  incentives  for  assembly  and  other  export 
industries.  The  elimination  of  currency  overvaluation  as  well  as 
the  rationalization  of  pricing  and  other  policies  should  also  be 
essential  ingredients  in  a  program  to  ease  supply  constraints. 

Such  a  program  would  be  a  necessary  prerequisite  for  raising 
the  domestic  materials  content  in  assembly  industries.  In  order  to 
encourage  the  trend/  Haitian  firms  that  would  supply  assembly 
plants  should  be  made  eligible  for  the  fiscal  incentives  as  export 
industries.  On  the  demand  side/  there  should  also  be  Incentives 
for  subcontractors  to  increase  their  purchases  from  local  producers 
(for  example/  tax  credits  for  the  amounts  of  materials  bought 
domestically). 


li«S.  coapanies  could  nako  a  contribution  toiiard  th^ greater 
integration  of  the  asseibly  export  industries  with  the  rfaitlan 
Joaestic  econoay  by  providing  technical  assistance  to  potential 
Haitian  supplier  firas.  Ihe  assistance  should  focus  on  helping  the 
Haitian  producer  meet  tae  requirements  of  the  assembly  plants  and 
their  (/•S.  principals  in  respect  to  specifications  and  quality 
standards/  planning  of  production  and  delivery  schedules/  and  cost 
saving  methods.  This  transfer  of  technology  is  bound  to  spill  over 
into  the  rest  of  the  Haitian  economy. 

Forward  linkages  are  also  important  for  strengthening  the 
integration  of  subcontracting  activities  into  the  economy.  Thus 
assembly  plants  should  be  permitted  to  sell  part  of  their  output  on 
the  local  market  after  payment  of  corrresponding  duties  (or  a 
proportion  thereof),  is  already  noted/  there  may  not  be  a 

ready  market  for  many  of  the  products  of  the  subcontracting 
inaustry  in  the  short  run.  There  has  to  be  continued  economic 
growt.i  before  Haitian  incomes  rise  to  levels  where  there  would  be 
an  effective  demand  for  tne  fln^l  consumer  goods  as  well  as  for  the 
subassemblies  and  interaediate  goods  put  out  by  assembly  plants. 

Mevertheless/  the  authorization  to  sell  some  assembly  output 
In  Haiti  should  be  a  stimulus  for  the  emergence  of  local  industries 
tnat  would  benefit  from  using  the  subassemblies  (presumably  cheaper 
than  imports)  as  inputs  for  their  domestic  production.  For  the 
subcontracting  firm  the  authorization  would  help  to  smooth  out 
fluctuations,  ilhen  external  demand  slackens/  production  levels 
need  not  drop  because  more  output  could  be  sold  at  home.  The 
opening  up  of  tne  domestic  market  is  particularly  important  for 


Haiti's  assembly  plants  which  were  operating  at  an  averlge  of  only 
three  quarters  of  capacity  at  the  tiae  of  the  survey*  Jig/ 

Another  element  in  national  integration  is  decentralization  of 
industry*  As  was  noted^  as  of  1960  all  of  Haiti's  assembly  plants 
were  located  in  the  Port*au*Prince  metropolitan  area*  3nly 
recently  have  attempts  been  made  to  install  additional  industrial 
parks  elsewhere  in  tne  country.  Feasibility  studies  are  now 
proceeding  for  a  park  in  Cap-Haitien  in  the  North/  the  country's 
second  largest  city/  and  for  one  in  Les  Cayes  in  the 
South-Kest.  2i6/  These  actions  may  have  to  be  supplemented  by  a 
system  of  variable  minimui  wages  differentiated  according  to 
region.  In  parts  of  the  country  where  living  costs  are  lower  than 
In  For t«au*Prince/  but  where  the  pool  of  undereip loyed  persons  is 
very  large/  minimum  wages  should  be  lower  than  in  the  capital  in 
order  to  help  absorb  the  labor  force  in  the  area* 

£ioai-BsadCiis 

Assembly  production  has  been  the  most  buoyant  sector  of  the 
Haitian  economy  for  the  past  decade*  Indication  are  that  the 
dynamism  will  continue.  The  vast  majority  of  the  firms  interviewed 
(64  percent)  expected  a  further  growth  of  subcontracting  activities 
and  said  that  they  planned  to  expand  their  own  operations.  3^7/  As 
of  this  writing  tha  optimism  of  the  managers  has  been  borne  out  by 
the  facts:  value  added  generated  in  assembly  production  in  Haiti 
in  1930  was  nearly  one  quarter  higher  than  in  the  previous  year 
(Table  lV-1)  and  a  substantial  increase  can  be  expected  in 
19H1.  aia/ 
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There  are  comparatively  few  obstacles  in  the  way  o^furtherlng 
expansion*  The  "abundant  supply  of  cheap/  unsicilled  but  dexterous 
manpower"  342/  is  unlikely  to  disappear  for  a  long  time  to  come; 
given  tha  availability  of  foreign  aid  and  low  capital-output  ratios 
in  assembly  production/  capital  does  not  appear  to  constitute  a 
binding  constraint/  at  least  at  this  stage  of  Haiti's  economic 
development.  Indeed/  the  only  factor  of  production  tnat  might  be 
in  tight  supply  is  managerial  and  technical  personnel.  However/  as 
was  demonstrated  by  the  assembly  industry  in  the  past/  there  is  an 
available  pool  of  trained  Haitians  abroad  wno  will  return  to  tne 
country  given  suitable  financial  incentives. 

The  Haitian  subcontracting  relationship  nead  not  be  confined 
to  tne  Jnited  States.  The  country  is  in  a  favorable  position  to 
serve  as  an  "export  platform"  for  Japan  and  European  countries* 
Products  assembled  for  those  countries  could  be  exported  to  the 
nearby  U.S.  market*  Japan  has  been  using  far  away  South  East  Asian 
developing  countries  for  this  purpose*  Because  Haiti's  wages  are 
still  competitive  with  the  far  East  and  other  things  being  equal 
except  transportation  costs/  Haiti  would  make  a  lower  cost  export 
platform  for  shipping  certain  products  to  tne  United  States/  under 
the  assumption  that  transporting  components  is  cheaper  than 
transporting  assembled  products* 

'  The  main  economic  thrust/  however/  will  continue  to  depend  on 
the  relationship  with  the  United  States*  However/  coipared  to  most 
otner  countries  In  Latin  America/  Haiti  is  still  not  well  known  in 
the  J*S*  business  community.  Many  U.S*  companies  still  hesitate  to 
establish  offshore  asseibly  arrangements  there*  Insofar  as  this  is 
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Jue  to  the  perception  of  an  unfavorable  bureaucratic  clfKate/  the 
impression  can  be  Improved  by  making  the  public  sector  more 
efficient  and  focusing  its  policies  more  on  development  as 
recom-aended  here* 

This  should  not  be  taken  to  mean  that  the  U.S. -Haitian 
assembly  relationship  is  highly  tenuous.  To  the  contrary/  the 
evidence  points  to  fairly  ^ell-entrenched  existing  business 
arrangements.  The  activity  can  only  grow  as  additional 
d.3.  companies  become  involved*  Despite  rising  minimum  wages/ 
Haitian  labor  costs  still  are  by  far  the  lowest  in  the  Hemisphere 
and  among  tne  lowest  in  the  world.  The  day  when  Haitian  labor 
would  be  priced  out  of  the  market  is  so  far  into  the  future  as  to 
be  beyond  any  reasonable  policy  making  horizon.  J5J/ 

Expansion  of  U.S. -Haitian  assembly  operations  may  be  in  the 
interest  of  both  countries.  For  Haiti/  the  sector  nas  become  a  key 
ingredient  not  only  for  its  industrialization/  but  also  for  the 
country's  overall  economic  development.  For  the  United  States/ 
offsnore  assembly  in  Haiti  is  not  only  a  profitable  business 
activity/  but  also  significant  from  a  foreign  policy  viewpoint. 

First  of  all/  Haiti/  as  one  of  the  world's  poorest  countries 
situated  in  a  highly  volatile  region  close  to  the  shores  of  the 
United  States/  needs  economic  development  desperately.  Foreign  aid 
alone  is  not  enough.  U.S.  official  assistance  could  be  crucial  In 
helping  to  expand  the  country's  infrastructure/  raise  agricultural 
productivity/  and  improve  public  administration  in  order  to 
increase  Haiti's  absorptive  capacity.  Given  that/  any  kind  of 
productive  investment/  including  assembly  plants/  will  become  more 
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efficient  and  yield  nigner  returns*  ^ 

In  the  aeantine/  fostering  the  growth  of  tl.S.  offshore 
asseably  activities  in  Haiti  will  proaote  econoiic  progress  there* 
Host  of  the  effort/  of  course/  must  be  private/  such  as  the 
provision  of  technical  assistance  to  enterprises  and  the  training 
of  technicians*  Out  puolic  encouragement  and  incentives/  however 
small/  are  important. 

Another  policy  objective  of  the  United  States  is  to  reduce  the 
inflow  of  Haitian  illegal  migrants.  JnliKe  in  Kexico/  migrants  and 
woricers  in  Haiti's  asseebly  industries  seem  to  come  from  the  same 
population  groups.  A  rapid  expansion  in  subcontracting  activities 
in  Haiti  is  bound  to  absorb  some  of  the  persons  who  would  otherwise 
arrive  clandestinely  in  the  United  States* 

A  o.S.  policy  to  promote  offshore  assembly  for  U*S.  companies 
is  certain  to  be  conflictive.  There  will  be  the  perception  of/  (a) 
harmful  effects  for  U.S.  labor  from  the  exporting  of  assembly  jobs/ 
and/  (b)  exploitation  of  Haitian  labor.  The  latter  can  be 
addressed  more  easily  tnan  the  former*  altnougn  the  question  of 
exploitation  could  be  raised  in  Hexico/  even  there  it  is  not 
possible  to  answer  in  the  affirmative/  as  discussed  In  the  previous 
chapter.  In  the  case  of  poverty  stricken  Haiti/  it  is  clear  that 
the  available  alternatives  to  employment  in  assembly  activities  are 
generally  much  less  desirable* 

In  regard  to  the  possible  harm  to  U.S*  labor/  the  issue  is 
examined  elsewhere  in  this  volume*  Let  it  be  noted  here  that 
unless  it  is  demonstrated  that  specific  U.S*  workers  are  Dal 
affected  by  offshore  assembly/  U.S*  adjustment  assistance  should  be 
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provided  to  then.  The  costs  will  be  snail  relative  to  the 
benefits. 

It  would  be  wise  to  take  precautions  lest  the  greater 
involvement  of  U.S.  conpanies  in  assenbly  production  in  Haiti  does 
not  result  in  ).S.  subsidiaries  taking  over  all  of  these  activities 
in  the  country.  This  would  be  in  conflict  with  the  objective  to 
promote  Haitian  entrepreneurship.  As  was  pointed  out^  Haiti  is 
unusual  in  the  region  in  that  about  two  thirds  of  the  assembly 
firms  are  I'aitian  owned  (either  wholly  or  through  majority 
control).  There  probably  has  been  a  declining  trend  as  Haitian 
firms  have  been  bought  up  by  U.S.  companies.  It  is  in  no  country's 
interest  to  stifle  the  incipient/  but  dynamic/  Haitian 
entrepreneurship  in  modern  manufacturing  activities.  This  does  not 
imply  that  no  new  U.S.  subsidiaries  should  be  established  in  the 
future/  but  care  should  be  taken  that  they  do  not  overwhelm  Haiti's 
private  sector.  It  means  that  U.S.  companies  should  continue  and 
expand  their  reliance  on  subcontracting  with  Haitian  firms  rather 
than  always  insist  on  their  own  direct  asseably  production  in 
Haiti. 

Aside  from  the  aid  giving  function/  the  most  fundamental 
U.S.  policy  move  would  be  to  remove  remaining  quotas  on  textile 
imports  from  Haiti.  Such  restrictions  point  up  a  lack  of  coherence 
in  J.S.  economic  cooperation  policies,  "iihlle  flexible  norms  are 


applied  in  furnishing  financial  resources/  restrictive  measures  are 
imposed  on  trade  which  do  not  take  account  of  their  effects  on  the 
economies  of  the  countries  it  is  aimed  to  help”.  351/ 
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The  future  of  asseably  operations  in  Haiti  looks  bright*  A 
significant  expansion  of  these  activities  sill  undoubtedly 
accelerate  the  country's  economic  development.  Jltinately/ 
however/  the  future  will  depend  on  the  improveeent  in  public 
administration  and  the  political  environment* 
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During  the  first  naif  of  the  1970s  Colonbia  promised  to  ' 
rapidly  become  a  major  country  for  offshore  assembly  of  materials 
from  the  United  States*  In  only  four  yearsf  from  1973  to  1974/ 
United  States  reimports  from  Colombia  under  tariff  item  807.00 
Increased  sixty  fold.  Their  dutiable  value/  ahich  approximately 
reflects  the  value  added  in  Colombia/  multiplied  about  25  times 
during  that  period  (Table  V-1). 

Ihe  growth  stopped  in  1975  and  after  a  severe  decline  in  1976/ 
Colombian  assembly  operations  have  fluctuated  without  regaining 
their  early  momentum.  It  is  the  purpose  of  this  chapter  to  explore 
tne  reason  tor  tnis  loss  in  dynamism  and  for  the  small  size  of  the 
sector/  as  well  as  to  uncover  Implications  that  are  applicable  from 
the  Colombian  case  for  offshore  production  in  general* 

Colombia  is  in  the  middle  of  Latin  America  in  income  level  as 
well  as  geography.  Because  of  its  size  (with  a  population  of  27.3 
million  in  mij-19Sl  it  shares  third  place  in  Latin  America  with 
Argentina)  Colombia's  industrialization  potential  is  substantial. 
Through  import  substitution  since  k’orld  Kar  II  it  has  made  progress 


Tnis  chapter  benefitted  from  a  study  entitled  "Colombia:  A  Typical 
Non*Asseably  Country"  prepared  by  Juan  Jose  Echavarria  for  this 
project.  It  provides  background  material  as  well  as  some  research 
findings  underlying  this  chapter.  The  Echavarria  study  was  also 
presented  to  the  second  "Seminar  on  North«South  Complementary 
Intra-Industry  Trade"/  sponsored  by  the  United  Nations  Conference  on 
Trade  and  Development  and  the  Brookings  Institution/  and  held  under  the 
auspices  of  El  colegio  de  Mexico  in  Mexico  City/  August  18-22/  1980. 
This  study  will  be  referred  to  as  Echavarria  (1980). 
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Table  V-1.  CoIoiiA>la:  U.S.  Imports  from  Colombia  Under  U.S.  Tariff  Items 

807.00,  Dutiable,  and  Duty-Free,  and  Major  Products, 
as  Percent  of  Totals' 

1969  -  1981  ^ 


U.S.  807.00  Imports  froi 

Values 

D  Coloiid>ia 

Dutiable 
as  Percent 
of  Total 

Textiles 
as  Percent 
of  Total 

Toys.  &  Dolls 
as  Percent 
of  Total 

Tear 

Total  Dutiable  Duty-free 

(millions  of  dollars) 

1969 

.4 

.1 

.2 

34 

99.7 

1970 

.3 

.2 

.1 

69 

94.5 

1971 

.7 

.5 

.2 

68 

94.7 

1972 

1.5 

.8 

.7 

52 

99.2 

1973 

6.7 

2.2 

4.5 

33 

99.2 

1974 

18.7 

5.6 

13.1 

30 

98.9 

.1 

1975 

20.4 

6.0 

14.4 

30 

99.8 

1976 

14.3 

5.1 

9.2 

36 

98.4 

.8 

1977 

14.6 

5.5 

9.0 

38 

96.0 

3.7 

1978 

21.5 

8.2 

13.3 

38 

95.6 

4.2 

1979 

25.2 

9.6 

15.5 

38 

95.2 

4.8 

1980 

19.9 

7.8 

12.1 

39 

NA 

NA 

1981  Jan. 

9.6 

3.9 

5.7 

41 

92.4 

7.6 

’May 

_ 1 

a.  U.S.  806.30  imports  from  Colombia  are  zero 

or  less  than 

$50,000 

NA  -  Not  available 


Sources:  Printouts  of  special  magnetic  tapes  prepared  by  U.S.l.T.C. ;  U.S.  Bureau 
of  the  Census,  U.S.  Imports  for  Consumption  and  General  Imports  1979. 

FT  246  Annual  1979,  1980. 
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in  that  direction*  Its  aanufacturing  sector  contribute^about  22 
percent  of  its  UUP  (198))#  and  its  industrial  production  is  now  the 
fifth  largest  in  Latin  America  (after  Brazil/  Mexico/  Argentina  and 
Venezuela).  1^2/ 

As  in  most  of  Latin  America's  import  substituting  economies/ 
exporting  of  manufactures  came  late.  Before  the  aid»1960s  it  was 
almost  trivial  and  gained  momentum  only  late  in  the  decade*  At 
that  time  textiles/  particularly  clothing/  oecaie  established  as 
the  most  important  product  group  in  manufactured  exports.  They 
alone  account  for  about  4)  percent  of  the  foreign  exchange  earned 
by  manufacturing  industry  which  by  1979>80  averaged  well  over  half 
a  billion  dollars  annually*  (Taole  V>2} 

nevertheless/  the  contribution  of  the  sector  to  Colombia's 
balance  of  payments  is  minor#  being  completely  overwhelmed  by 
coffee  exports*  Coffee  still  earns  3>4  times  as  much  as  industrial 
exports#  providing  about  two  thirds  of  Colombian  foreign  exchange. 
Industry  brought  in  an  average  of  less  than  Id  percent  during 
1976-1980  and  textiles  only  7  percent.  353^ 


Tabl*  *-2.  Coloabta:  laportanca  of  Value  Added  In  Textile  Asaeably  Exporta  to  the  (hilted  States  Conpared  to  Total 
Taxtlle  V  and  Total  Manufactured  Exports  to  the  World,  Selected  Years  1970-1980 
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fhe  most  important  aspect  of  offshore  assenoly  in  Colombia  is 
thdt  it  is  small  in  relation  to  the  country's  economy*  Rough 
calculations  show  that  value  added  in  assembly  operations  are  not 
much  more  than  one  half  of  one  percent  of  value  added  in  all  of 
manuf acturini  and  perhaps  2  percent  in  textiles.  The  contribution 
of  assembly  exports  to  Colombia's  balance  of  payments  is  somewhat 
higher*  Assembly  exports  to  the  United  States  under  tariff  items 
807.0'''  constituted  between  4  and  23  percent  of  total  textile 
exports  to  the  world  between  1975  and  1983. 

jnly  in  the  exports  of  specific  product  groups  to  the  United 
States  is  assembly  output  of  major  importance.  Almost  two-thirds 
of  all  U.S.  textile  imports  from  Colombia  caae  in  under  807.00  in 
1976  (Table  V-3). 

in  women's  blouses  and  men's  shirts/  asseably  exports 
accounted  for  over  97  percent  of  total  exports  to  the  United 
States.  In  other  men's  and  women's  apparel  it  was  well  over  Sit 
percent  in  1978  (Table  y-5). 

Before  the  early  lw70s  there  were  almost  no  offshore  assembly 
activities  in  Colombia. 

itifi-ecfiiiusis 

kith  the  exception  of  some  insignificant  electronic  and  other 
assemblies  in.  the  early  1970s/  almost  all  offshore  assembly  on 
behalf  of  U.S.  firms  has  been  in  the  apparel  industry*  Assembly 
exports  to  the  United  States  are  about  equally  divided  between 
women's  and  men's  clothing  (Table  y-5).  Unlike  the  Philippines/ 


Tabla  V-3.  All  Textiles:^  U.S.  laports  and  the  I^^rtance  of  Related  Party  laportst  807.00  Inporta 

Tranaportatlon  and  tnauranca  froa  Selected  Countrlea,  1978 


•  « 


'Velated  Party**  trade  refers  to  trade  between  firas  where  one  owns  at  least  3  percent  of  the<ther 
(see  chapter  11). 


Source:  Printouts  of  special  nagnetlc  tapes  prepared  by  U.S.I.T.C.  and  Table  V'3. 


Table  V-5.  Colombia:  Major  Assembly  and  Total  Exports  to  the  United  States  and  Importance  of  Value  Added, 

by  Product  Group,  Based  on  U.S.  Import  Data,  1978. 
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4exico/  Haltir  and  other  countries  in  Latin  4aerica/  Connbia 
assembles  almost  no  brassieres  and  other  body-supporting  garments/ 
usually  the  principal  textile  items  elsewhere*  The  clothes  are 
nearly  always  designed  and  the  fabric  manufactured  and  cut  in  the 
United  States#  and  shipped  to  Colombia  together  with  buttons  and 
zippers  to  oe  sewn  and  assembled  for  reshipient  to  the  United 
states. 

In  the  mid-197Cs  another  product  group  appeared  in  the 
country's  assembly  operations  for  M*S.  firms.  Toys  and  dolls  have 
gained  in  Importance  but  were  still  under  S  percent  of  the  total 
U.S.  S37.t3  imports  during  the  first  five  months  of  1931*  Tne 
Colombian  value  added  in  this  category  is  less  relative  to  the 
value  of  U.S.  components  than  in  textiles  (Table  V-5).  Textiles 
generate  more  than  95  percent  of  assembly  wages  in  Colombia* 

It  should  be  reiterated  that  not  all  asseialy  activities  can 
be  aetected  tnrougn  U.S.  837.30  statistics*  A  notable  exception 
in  Colombia  are  “pop-up”  toy  boolcs  for  children.  These  are 
assembled  from  paper  and  cardboard  from  the  United  States.  Uith 
the  printing/  dye  cutting  and  hand-assembly  done  in  Colombia/  the 
United  States  imported  one  million  dollars'  worth  in  1979.  This 
appears  to  be  a  clear  offshore  assembly  operation/  yet  it  does  not 
seem  to  qualify  under  tariff  item  307.93  because  the  U.S* 
components  are  cut  and  processed  before  tne  manual  assembly* 

In  1979/  the  qualifying  U.S.  807.00  Imports  of  toys  and  dolls  were 
not  much  more/  $1.2  million/  than  the  “pop-up"  books  which  are  in 
the  same  general  category#  2^2/  The  pop-up  books  are  expected  to 
generate  $7  million  dollars  in  overseas  sales  for  Colombia  in 


I9P1  iU/  wnich  would  be  conslieraoly  nore  than  the  U.sr*  807*00 
imports  in  the  general  toys  category. 

Ib£.l0££0llyfi.Sicslsa2 

Colombia  has  tried  to  promote  exports  for  many  years.  An 
incentive  system/  called  Plan  Valle^o/  was  started  in  1959  and 
strengthened  in  1967  when  also  a  subsidy  system  was  introduced. 

The  Vallejo  plan  essentially  provides  for  duty  free  imports  of 
inputs  for  production  to  be  exported.  One  aspect  of  the  plan  is 
geared  to  assembly  operations  and  thus  constitutes  the  counterpart 
to  the  U.S.  807.00  tariff  item*  3^2/  It  means  that  assembly  is 
done  ''in-bond"  so  that  the  product  must  be  exported  and  cannot  be 
soli  on  the  domestic  narket. 

There  appear  to  be  serious  problems  in  the  application  of  the 
Vallejo  system.  They  range  from  bureaucratic  delays  to  the 
requirement  that  before  a  fabric  that  is  produced  in  Colombia  can 
be  Imported  duty  free/  a  letter  of  approval  has  to  be  obtained  from 
the  relevant  textile  firm*  These  adainistrat ive  difficulties  have 
greatly  reduced  the  value  of  the  export  incentive  system  for  both 
regular  and  assembly  exports  of  textiles.  Siven  the  s.iort  season 
in  clothing/  a  delay  of  only  a  few  weeks  in  obtaining  the  Plan 
Vallejo  approval  can  be  disastrous.  Korawetz  (1980)  shows  how 
Colombia's  advantage  in  distance  over  the  Far  East  can  thereby  be 
nullified.  Hi/ 

Anotner  part  of  the  export  incentive  system  is  the 
establishment  of  free  trade  zones  in  the  country.  In  an  effort 

to  help  decentralize  industry/  Colombia's  six  free  trade  zones  were 
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( 

established  outside  ol  Bogota  and  Hedellln/  where  much  of  the 
country's  industries  have  concentrated,  eith  the  possible 
exception  of  the  one  in  Caii^  a  city  which  already  had  a  relatively 
high  concentration  of  industry^  the  free  trade  zones  did  not 
stimulate  luch  industrial  activity.  A  large  part  of  their 
operations  have  focused  on  warehousing  rather  than  manufacturing. 
Thus  neither  the  free  trade  zones  nor  the  Vallejo  Plan  provided 
significant  incentives  for  offshore  assembly  production. 

Ili£-£icas 

a.S.  subsidiaries  engaged  in  offshore  assembly  are  relatively 
rare  in  Colombia.  In  the  two  samples  of  clothing  exporters^  one 
taken  by  horawetz  (1983)  containing  33  enterprises/  the  other  by 
£chavarria  (1930)  containing  18  companies/  only  one  firm  was  owned 
by  tne  foreign  buyer  (in  the  Morawetz  sample),  jn  the  basis  of 
government  records/  Echavarria  uncovered  a  total  of  58  firms  in  the 
clothing  sector  directly  involved  in  offsnore  assembly  activities 
for  (/.S.  companies.  Another  two/  producing  toys  and  dolls/  were 
also  engaged  in  307.00  type  operations.  An  additional  27  firms  in 
electronics/  sewing  macnines/  office  machines/  motors/  appliances 
and  other  lines  did  assembly  work  for  the  domestic  market/  mostly 
using  CKOs  (complete  knockdown  products).  Few  of  the  assembled 
CKbs  are  exported  and  none  come  back  to  the  Jnited  States  under 
807.03  (or  806.33). 

^  enile  a  large  share  of  the  assembly  firms  producing  for  the 

local  market  are  foreign  majority  owned  subsidiaries/  it  appears 
that  over  90  percent  of  the  firms  doing  offshore  assembly  for  U.S. 
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companies  are  locally  oirfned«  Theirs  is  an  arns-length  mationship 
with  U.S.  companies  with  whom  they  are  subcontracting* 

lost  of  the  clothing  assemblers^  as  well  as  the  two  toy 
assemoly  firms/  ace  relatively  large  companies*  hith  a  few 
exceptions/  eacn  employs  lore  than  2DD  woricers  and  produces  over 
one  million  dollars  wortn  of  output  annually*  362/  They  are  located 
in  seven  towns  across  the  country*  The  largest  concentration  of 
firms  is  in  Baranquilla  on  the  Caribbean  coast  in  the  North  (16 
companies)/  followed  by  Pereira  in  the  middle  of  the  country  (12 
firms)/  Cali  (11)/  Medeliiti  (9)  and  Bogota/  the  capital  (B)* 

Pereira  has  mote  large  firms  than  the  others* 

i4ll  but  two  of  the  eighteen  firts  interviewed  by  Schavarria  in 
the  five  major  towns  dedicate  a  major  share  of  their  production  to 
ttie  domestic  market*  The  two  exceptions  (one  in  Pereira  and  one  in 
Baranquilla)/  assemble  exclusively  for  the  3*S*  market*  Other 
firms  created  solely  for  the  purpose  of  doing  subcontracting 
assemoly  for  U«S*  companies  are  now  also  producing  for  the  local 
market*  karely  will  a  firm  export  more  than  half  of  its  output* 

X  Almost  all  enterprises  work  to  U*S*  specifications  when  doing 
a^sseibly  and  receive  technical  assistance  from  tne  U*S*  principal* 
Only  rarely  do  the  U*S*  firms  supply  machinery  and  equipment  for 
^e  assembly  operations  which  they  often  do  in  Haiti/  Mexico  and 
elsewhere*  Also  contrary  to  the  riaitian  case  is  the  finding  that 
almost  invariably  it  is  the  11*5*  firm  that  initiated  the  Colombian 
contract*  Schavarria  discovered  only  one  case  asong  the  eighteen 
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in  the  saaple  where  the  Coloabian  flrn  took  the  inltlatfVe.  2&i/ 

Man/  Colombian  firas  are  used  to  do  subcontracting  work. 
According  to  MorawetZ/  eediua  and  large  Colosbian  companies  often 
farm  out  r>art  of  their  production  to  smaller  firis/  particularly 
when  they  experiment  with  new  product  tines  and  are  not  yet  ready 
to  increase  capacity.  "Subcontracting  was  usually  done  on  a  837 
asseooly  type  basis/  with  the  parent  firm  cutting  the  fabric  and 
ouppl/ing  all  inputs."  A  further  step  is  for  Colombian  firms 

who  have  assembly  contracts  with  U.S.  principals  to  subcontract 
other  Colombian  firms  to  do  part  of  tnelr  contract.  Apparently 
this  is  not  unusual  and  is  how  many  firms  entered  into  direct 
arrangements  with  U.S.  enterprises. 

On  both  sides  of  the  assembly  relationship  there  is  a 
spreading  of  risks.  The  U.S.  company  often  will  contract  with 
more  than  one  Colombian  firm/  usually  one  large  long  term  contract 
with  the  principal  partner  and  one  or  more  smaller  short  term  ones 
with  other  Colombian  firms.  This  is  in  addition  to  the 
subcontracting  of  assembly  work  among  Colombian  companies  mentioned 
above.  On  the  other  side/  Colombian  enterprises  engaged  in 
assembly  operations  average  two  foreign  principals  per  firm 
according  to  the  Echavarria  sample. 

i{iiAI^ii:£U£Q2 

A  glance  at  Table  will  recall  the  unusual  behavior  of 
Colombian  assembly  activities:  a  dramatic  upsurge  to  1974  and  then 
great  Instability  (monthly  data  would  show  aven  wider  and  more 
erratic  fluctuations).  Is  subcontracting  inherently  unstable  and 
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therefore  the  fluctuations  are  Introduced  froa  outside  niombia? 

Is  this  particularly  true  for  assembly  of  clothing^  a  highly 
volatile  sector  because  of  the  changes  in  fashions? 

The  J.S.  business  cycle  does  not  seeo  to  have  any  effect  on 

offshore  asseably  in  Coloibia.  The  1974>75  U.S.  recession  did  not 

result  in  a  drop  in  assenbly  demand;  U.S.  imports  from  Colombia 
% 

unoer  S07.C3  increased  oy  almost  13  percent  between  1974  and  1975. 
.iowever^  when  total  clothing  exports  are  considered  an  almost  45 
percent  drop  occurred  between  these  two  years.  1^2/  Vet  it  would 
also  not  oe  correct  to  attribute  this  decrease  in  regular  exports 
entirely  to  the  U.S.  recession.  The  United  States  accounted  only 
for  33  percent  of  Coloioia's  apparel  exports  in  1974;  in  other 
years  it  is  even  a  much  smaller  proportion.  2s3/  There  were  other 
reasons  for  this  decline  as  will  be  pointed  out  below.  The 
important  fact  to  note  here  is  that  assembly  fluctuations  appear 
not  to  be  negatively  affected  by  the  fluctuations  in  U.S.  economic 
activity.  They  do  tend  to  compensate/  however/  fluctuations  in 
export  as  well  as  domestic  demand/  as  will  be  explained  later.  368/ 

In  the  Echavarria  survey/  two  thirds  of  the  Colombian  firms 
had  experienced  cancellations  of  their  assembly  contracts.  Almost 
half  of  the  cancellations  originated  with  tne  Colombian  firm.  The 
reasons  given  were  (1)  a  preference  to  work  exclusively  for  the 
domestic  market;  (2)  the  requirements  of  assembly  production  arm 
too  demanding;  and  (3)  shifting  to  another  principal  who  offered  a 
better  subcontracting  relationship.  In  the  cases  where  the 
principal  cancelled/  it  was  always  because  the  Colombian  firm  could 
not  meet  the  contract  specifications  (according  to  their  own 


testimony).  Usually  the  U.S.  company  then  trans£erred*^he 
contract  to  another  Coloioian  enterprise.  112/ 

It  Is  obvious  that  cancellations  are  not  the  whole  story  that 
couli  explain  the  decline  and  fluctuation  in  Coioabian  offshore 
assembly  production  since  1975.  Part  of  the  story  can  be  based  on 
the  analysis  by  :4orawetz  who  studied  all  clothing  exports  in 
Colombia  in  order  to  explain  their  dramatic  fall  after  1974.  121/ 

We  found  that  between  1967/  when  the  export  subsidy  system  was 
instituted/  an!  about  1971*1972/  the  profitability  of  exporting 
clothing  abroad  relative  to  selling  at  home  rose  steadily,  ilith 
some  delay  this  resulted  in  a  sizeable  growtn  of  Colombian  clothing 
sales  abroad.  Starting  with  1973/  however/  the  relative  export 
profitability  declined.  Again  it  toox  the  firms  some  time  before 
they  recognized  a  definite  change  in  the  situation  and  exports 
continued  to  rise  reaching  a  peak  in  1974  before  they  fell 
precipitously. 

Morawetz  attributes  the  relative  profitability  change  to  the 
following  factors:  (a)  a  rise  in  tne  protection  of  domestic 
production;  in  large  measure  this  was  due  to  increased  bureaucratic 
problems  which  hampered  the  efficient  functioning  of  the  export 
incentive  system;  (also  competition  was  reduced  because  of 
increased  market  segmentation  and  the  well  xnown  political  power  of 
large  textile  firms);  (b)  the  pace  of  devaluation  of  the  exchange 
rate  was  slower  than  warranted  by  the  relative  rates  of  inflation 
of  Colombia  and  the  United  States;  and  (c)  the  low  productivity  of 
labors 
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The  iiain  consequences  uere  that  the  prices  of  doaejlic  fabrics 
increased  to  75  percent  above  world  prices  and  that  despite  low 
wages/  labor  costs  in  Coloabia  surpass  those  of  Hong  Kong/  Korea/ 
anu  Taiwan.  ^22/  Thus  exporting  garaents  has  becoae  difficult  for 
Colombian  producers  even  if  they  succeed  in  doing  so  with  lower 
priced  itnported  fabrics.  If  one  adds  to  that  the  reguireaents  that 
export  products  nust  meet  high  standards  of  quality/ 
specif ications/  and  delivery  schedules/  then  it  becomes  clear  that 
selling  on  the  domestic  market  is  auch  more  profitable  as  well  as 
comiortable. 

Some  of  these  conclusions  apply  also  to  asseably  production 
for  exports.  However/  asseably  exports  are  sheltered  frog  some  of 
the  proolems  aentioned.  Almost  by  definition  assembly  production 
of  garaents  is  done  with  iaported  materials  and  will  therefore  be 
more  profitable  than  regular  exporting  based  on  high  priced 
domestic  fabrics.  Labor  productivity  can  be  improved  through 
technical  assistance  provided  by  the  principal.  Nevertheless  as 
long  as  domestic  production  is  protected  through  import  licenses/ 
tariffs  and  administrative  restraints  on  imports  and  competition/ 
selling  at  home  will  generally  be  preferred  over  assembly 
activities  for  the  (J.S.  aarket. 

In  the  Echavarria  survey  none  of  the  firms  interviewed  claimed 
that  their  assembly  activities  are  more  profitable  than  producing 
for  the  domestic  market.  To  the  contrary/  a  29-30  percent  profit 
differential  was  claimed  in  favor  of  the  home  market.  222/ 
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.thy#  then/  do  Coioibian  firms  engage  in  offshore  production 
for  the  U«S.  market?  There  appear  to  be  two  principal 
motivations*  First/  given  the  fact  that  the  relevant  firms  do. 
their  primary  business  producing  lor  the  hoie  market/  they  will  use 
international  assembly  contracts  as  a  marginal  activity  to  fill 
gaps  in  production  whenever  other  export  business  and/or  domestic 
demand  decline  i2i/  so  that  plant  capacity  will  be  utilized  as 
fully  as  possible.  Since  a  firm's  domestic  production  will 
fluctuate  because  both  domestic  demand  and  its  supply  conditions 
are  unstable/  assembly  production  will  tend  to  vary  inversely. 
During  a  downturn  of  regular  export  and  domestic  demand/  for 
example/  tne  firm  will  want  to  avoid  having  to  lay  off  workers 
because  of  the  high  cost  of  severance  pay. 

Assembly  export  production  is  a  welcome  manner  tnrough  which 
to  keep  the  work  force/  plant  and  equipment  fully  employed.  In 
view  of  the  fact  that  most  Colombian  clothing  manufacturers  operate 
at  relatively  high  levels  of  capacity  utilization/  assembly  output 
can  be  increased  only  at  the  expense  of  production  for  the  home 
market  (or  regular  exports).  Schavarria  shows  tnat  a  firm's  total 
production  is  consideraoly  more  stable  than  its  components  of 
domestic  and  export  production.  125/ 

The  other  major  motivation  that  Colombian  firms  have  in  doing 
subcontract  assembly  work  for  U.S*  companies  is  based  on 
non-pecuniary  considerations.  First/  the  firms  believe  that  they 
receive  technology  from  their  O.S.  principals.  According  to  the 
^Chavarria  survey/  the  subcontracting  relationship  involves  a 
continuous  flow  of  transfer  of  technology.  Technicians  and 


i  , 


365 


nandgars  froa  the  U.S.  caipany  regularly  visit  the  subcontracting 
ColoKOian  fira  and  often  key  persons  froa  the  Colombian  asseably 
enter;>rise  will  spend  some  time  at  the  ’J.S.  plant  in  training* 

The  technology  ootainad  is  not  only  relevant  to  tne  particular 
assemoly  operation  but  has  implications  for  other  production 
activities  of  the  firm*  Knowledge  about  production  aethods/ 
inciujing  material  handling  and  general  cost  reduction  procedures 
has  oroader  applicability  than  just  for  a  specific/  narrowly 
defined  operation*  Learning  about  quality  control  in  both  its 
technical  and  managerial  aspects  was  also  prominently  mentioned  in 
the  responses  to  the  questionnaires  in  the  enterprise  survey.  32^/ 
Also  important  is  the  fact  that  the  assembly  relationship  gives  the 
Colombian  clothing  manufacturer  early  access  to  information  about 
style  Changes  and  new  trends  in  fashions. 

Thus  firms  that  have  any  ambition  to  Improve  their  export 

capabilities  might  be  wiliing  to  sacrifice  a  part  of  their  profits 

by  substituting  assembly  work  for  some  domestic  production  in  order 

to  learn  from  their  U.S.  customers  about  cutting  costs/  improving 

quality/  styling/  and  upgrading  the  skills  of  tneir  iaoor  force. 

Obviously/  if  the  degree  of  competition  at  home  were  higher/  not 

dnly  those  who  hive  export  potential  or  wish  to  expand  their 

exports/  but  all  companies  would  be  interested  in  producing  more 
% 

efficiently  and  with  higher  quality/  and  could  therefore  benefit 
^roa  engaging  in  export  asseuoly  work. 

To  sum  up:  export  assembly  operations  started  in  Colombia 
during  a  period  when  conditions  for  exporting  appeared  favorable 
relative  to  producing  for  the  home  market.  Assembly  grew  rapidly 
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until  capacity  became  fully  utilized.  In  the  leantiae  fltport 
conditions  deteriorated  and  selling  at  home  becaie  far  sore 
lucrative  and  convenient.  Assembly  production  for  foreign  firms 
continued/  however/  primarily  to  utilize  excess  capacity/  but  also 
to  take  advantage  of  technical  assistance/  and  tius  learning  of 
cost  cutting  possibilities/  quality  control  and  changes  in  the 
world  of  fashions.  As  fill*in  work/  assembly  production  became  an 
unstable  activity  during  tne  mid~1970s/  fluctuating  according  to 
tne  requirements  of  Colomoian  firms. 

Iafi-£iid£liaa.£g.ii&Sa..  Eiiid 

The  U.S.  companies  could  not  be  expected  to  accept  these 
<  unstable  conditions  which  resulted  in  a  lacx  of  reliability  of 

assembly  output  from  Colombia.  As  can  be  seen  from  Table  V-4/  U.S. 
8C7.J^  imports  of  textiles  snifted  strongly  in  favor  of  other  Latin 
American  countries  after  1976.  Almost  all  textile  exporters  In  the 
region  oenefitted.  Textile  assembly  exports  in  tne  Doiinican 
i<epu?lic  and  Costa  Rica  almost  doubled  and  rose  oy  about  40  percent 
in  Haiti  and  £1  Salvador  between  2975  and  1976.  Growth  of  textile 
assembly  production  continued  in  these  countries  as  well  as  in 
Mexico/  which  accounted  for  more  than  half  of  all  i/.S.  807.00 
textile  imports  before  1976  and  still  about  40  percent  in  recent 
years.  Between  1975  and  1979  Colombia's  share  of  all  U.S.  807.00 
textile  imports  dropped  from  9  to  5  percent/  while  the  share  of  the 
Dominican  Republic  more  than  doubled  and  tne  importance  of  other 
countries  Increased  as  well.  Thus  all  Latin  Amarican  countries 
except  Colombia  have  shared  in  the  continued  growth  of  U.S. 
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offshore  asseably  operations  in  textiles. 

J.S.  companies  have  not  discontinued  doing  asseably  business 
uittk  Coioablan  fins  despite  the  vagaries  of  long  tera  coaiitaents. 
forking  with  Colombian  partners  may  still  be  attractive  because 
they  are  usually  larger  coapanies  that  have  long  experience  in 
apparel  aanufacture  and  have  low  wage  scales,  iievertheless/  once  a 
li.S.  manufacturer  recognizes  that  for  most  Colombian  companies 
asseably  work  is  a  aarginai  activity#  it  will  probably  shy  away 
from  entering  into  long  tera  contracts  except  in  the  feu  cases 
where  a  relationship  of  long  tarn  trust  has  developed.  Mith  most 
others  short  ten  subcontracting  will  be  tne  non. 

It  is#  therefore#  probable  that  a  relationship  of  mutual 
convenience  has  developed  in  offshore  assembly  activities  between 
Colomoia  and  the  United  States.  Just  as  Colombian  firms  tend  to 
use  export  asseably  operations  as  a  cushion  in  order  to  keep  their 
labor  force#  plant  and  equipment  fully  utilized#  so  tne  J.S. 
manufacturer  will  be  apt  to  use  short  term  subcontracts  with 
Colombian  enterprises  as  a  uay  to  take  care  of  the  short  ten 
fluctuations  in  his  assembly  needs. 

After  a  draaatic  expansion  during  the  first  half  of  the  197Cs# 
offshore  assembly  in  Colombia  apparently  has  become  an  unstable 
activity.  Although  its  foreign  exchange  earnings  are  significant# 
the  average  level  is  still  too  low  to  be  of  Importance  for  the 
country's  balance  of  payments.  Given  the  current  behavior  of 
Colombia's  asseably  operators#  that  sector's  ability  to  absorb 
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unenployaent  aust  also  be  questioned*  For  as  long  as  aiseably  and 
domestic  production  are  considered  substitutes  in  a  zero  sua 
situation/  eaplo/aent  in  one  can  expand  only  at  the  expense  of 'the 
other* 

It  is  in  this  last  sense  that  assembly  activities  can  be 
viewed  as  laking  a  valuable  contribution:  tney  provide  the  needed 
flexibility  for  Colomoian  clothing  aanuf actureres  to  maintain  their 
production  on  an  even  keel*  ihen  there  is  a  downturn  in  domestic 
prouuction/  workers  need  not  be  fired  •  a  very  expensive 
eventuality  in  Colombia  where  high  severance  pay  is  mandatory  *  and 
machinery  and  equipment  need  not  become  idle*  Ironically/ 
therefore/  offshore  assembly/  far  from  introducing  instability/  a 
charge  frequently  lade  in  other  countries/  is  a  stabilizing  element 
for  Colombian  apparel  manufacturers* 

On  the  other  side/  this  situation  has  introduced  instabiiity 
for  'J*S*  clothing  manufacturers  who  nave  found  it  difficult  to 
make  long-term  plans  for  their  assembly  needs  in  Colombia*  Host  of 
the  expansion  in  the  assembly  business  has  therefore  gone  to  other 
Latin  American  countries  in  the  Caribbean  basin* 

The  inclination/  therefore/  is  to  leave  things  where  they  are* 
From  the  Colombian  viewpoint/  assembly  activities/  althougn 
marginal  within  the  context  of  the  whole  economy/  have  been  of  net 
benefit*  From  the*U*S*  manufacturers'  point  of  view/  they  seem  to 
have  made  a  satisfactory  adjustment*  Fet  policy  changes  are  under 
way  in  the  Colombian  economy  that  have  nothing  to  do  with  assembly 
operations  but  which  surelv  will  change  the  environment  within 
which  they  have  been  carried  on  until  now* 
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Jne  expectation  is  that/  because  of  past  posulatioiT’growth/ 
iinitations  in  infrastructure  and  physical  plant/  urban 
unemployment  will  become  a  serious  problem  in  Colombia  during  the 
1933s.  ill/  If  this  is  SO/  a  relative  expansion  of  assembly 
production  for  foreign  enterprises  might  oe  an  inexpensive  way  to 
create  eaployment.  However/  few  Colombian  econoeists  would 
recommend  policies  to  create  extraordinary  economic  incentives  for 
Colombian  firms  to  engage  in  assembly  operation  on  a  greatly 
enlarged  scale.  Given  the  scarcity  of  capital/  the  tendency  is  to 
promote  “regular**  exports  which  contain  a  high  proportion  of 
national  value  added  compared  to  assembly  exports. 

An  argument  in  favor  of  assembly  promotion  will  therefore  be 
burdened  to  show  that  eaployment  creation  as  well  as  otner  social 
returns  per  unit  of  investment  are  higher  than  elsewhere,  for  long 
run  planning  purposes/  Colombian  policy  would  probably  emphasize 
assemoly  sectors  which  promise  the  highest  technology  transfer  and 
developmental  impact  i.e.  sophisticated  electronics/  rather  than 
textiles. 

aevertheiess/  assembly  production  will  benefit  from  the 
policies  that  have  been  under  discussion  recently  to  attack  the 
broader  problems  that  have  afflicted  the  Colombian  economy. 

Several  recent  studies  nave  shown  that  the  Colombian  trade  regime/ 
administrative  and  infrastructure  problems  have  biased  production 
away  from  exports  towards  the  domestic  market.  223/  During  most  of 
the  1970s  a  relatively  nigh  degree  of  protectionism  prevailed  which 
together  with  the  exchange  rate  regime  and  administrative  obstacles 
made  exporting  relatively  unrewarding.  The  slowing  down  of 


investment  during  tne  latter  part  of  the  decade  appeareiT^to  have 
contributed  to  the  decline  in  international  coapetltiveness  of 
Colombian  export  industries.  ' 

•^hile  tnis  is  not  the  place  to  analyze  the  Coloaoian  economy/ 
a  few  of  the  factors  should  be  mentioned  that  help  explain  the 
difficulties  in  instituting  econoalcaily  optimal  policies  wnich 
also  could  raise  assembly  exports  and  their  benefits.  Leaving 
aside  the  usual  political  obstacles  in  the  way  of  liberalizing  an 
economy/  such  as  tne  powerful  political  influence  of  economically 
important  interest  groups/  there  are  other  elements  that  appear 
more  specific  to  Coloabla.  Gne  is  the  effort  of  the  government  to 
control  what  one  study  called  '*the  other  economy*'/  the  degree  of 
smuggling  or  illegal  exports.  122/ 

First/  because  of  the  reversal  of  the  usual  blade  market 
situtation/  (see  the  appended  Statistical  Nbte)/  the  government 
might  find  it  difficult  to  devalue  the  peso  faster  in  order  to 
accord  to  the  more  rapid  pace  of  the  Colombian  inflation  relative 
to  U.S.  price  rises.  Second/  the  increase  in  oureaucratic 
obstacles  may  be  due  in  part  to  government  efforts  to  make 
smuggling  more  difficult.  Streamlining  bureaucracy  mignt  mean/ 
therefore/  relaxing  restraints  on  corruption  and  illegal 
transactions.  2&2/ 

Some  of  the  economic  distortions  caused  by  protection  might 
have  been  aggravated  by  the  low  levels  of  investment  in 
manufacturing.  In  part  this  may  be  due  to  tne  government's 
decision  to  give  inflation  fighting  high  priority.  Monetary  and 
credit  restrictions  comoined  with  a  rate  of  exchange  policy  which 
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tacilitates  certain  imports  andy  incidentally/  discoura^s  exports/ 
have  had  a  restraining  impact  on  inirestment  during  the  late  19705* 
inotner  dampening  effect  could  be  the  deterioration  of  physical' 
inirastructure  such  as  roads  and  energy  development/  as  the 
government  has  held  bacic  on  public  expenditures  as  another 
anti-inflation  measure,  i&i/  Recently/  the  Colombian  government  has 
eased  up  on  some  of  these  restraints  and  a  reversal  of  the 
situation  may  be  in  signt* 

But  suppose  all  the  "right"  policies  are  put  into  place/  -- 
trade  liberalization/  faster  exchange  rate  devaluation/ 
administrative  reforms/  measures  to  improve  the  infrastructure/ 
incentives  to  foster  investment/  etc*  —  hou  vould  that  help 
assembly  activities?  If  everything  worked  well/  it  would  mean  that 
internal  price  distortions  would  be  eliminated  and  exports  would  be 
encouraged*  In  the  clothing  industry/  for  example/  it  would  result 
in  domestic  fabric  prices  being  close  to  world  prices*  Under  those 
circumstances/  why  not  export  clothing  entirely  made  in  Coloaola? 

As  it  stands  now/  with  domestic  fabric  prices  averaging  75 
percent  above  world  prices  (according  to  Horawetz  C19373)/  it  makes 
sense  to  export  products  made  with  imported  fabrics*  Given  the  low 

l«boi  productivity  found  by  MorawetZ/  it  may  even  be  better  sense 

\ 

ti>  do  only  assembly  work  with  the  imported  ciotn  cut  abroad  and 
% 

witn  foreign  zippers/  buttons  and  other  components/  and  according 
t%  foreign  specifications*  . 

A  look  at  Table  V-3  makes  it  clear  that  countries  that  have 
low  trade  restrictions  and  where  the  domestic  fabric  costs  are 
similar  to  world  prices/  export  almost  no  assembled  textile 
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products.  Yet  tnese  are  the  countries  that  accounted  ioT  the 
largest  U,S,  imports  o£  apparel  in  197d;  less  than  one  percent  of 
these  imports  from  the  ?ar  East  case  in  under  837. 00*  Un  the  crther 
hand/  almost  two  thirds  of  U.S.  isports  from  Colombia  entered 
under  837.00.  Pros  Mexico/  another  high  protection  country/  the 
S07  proportion  was  87  percent. 

A’hile  offshore  assembly  in  clothing  does  not  make  such  sense 
in  the  low  trade  barrier  countries  of  riong  iCong/  laiwan/  Korea  and 
Singapore/  aoes  it  mean  that  this  is  also  true  in  other  products? 
Not  SO/  as  can  be  seen  from  Tables  IIA-2  and  1IA*3.  These 
countries  excel  in  electronics  and  other  assemblies  of  products  in 
whose  total  production  they  cannot  yet  coapete  successfully  on  the 
international  market. 

The  same  could  apply  to  Colombia.  Reducing  trade  barriers 
does  not  automatically  result  in  the  possibility  to  coipete  world 
wide  in  every  product.  Although  international  competition  in 
clothing  might  be  possible  for  Colombia  once  protection  is  lowered 
and  the  other  measures  discussed- above  are  taken/  it  will  probably 
not  be  true  in  many  other  goods.  These  could  be  candidates  for 
offshore  assembly  in  Colosbia  provided  that  the  country  wanted  to 
use  assembly  production  to  contribute  to  foreign  exchange  earnings 
and  to  employment  creation.  As  noted  on  several  occasions/  the  low 
capitai«labor  ratios  make  assembly  generally  a  less  expensive 
absorber  of  labor  force  than  other  manufacturing  activities. 

because  of  past  protection/  production  methods  became 
inefficient  and  they  probably 'cannot  change  quickly  even  after 
trade  liberalization.  .Morawetz  showed  that  not  only  were  fabric 
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prices  lower  but  labor  productivity  was  percent  tii^er  in 

East  Asia  compared  to  Colombia.  He  also  found/  however/  that 
technical  assistance  froi  U.S.  manufacturers  could  double  labor 
productivity  in  Colombia.  Therefore  technical  assistance  and 
training  must  be  an  integral  part  of  the  expansion  of  export 
activities/  inciuJing  assembly  operations.  The  usually  close 
relationship  between  the  (I.S.  company  and  the  subcontracting 
Coloabian  firm  maxe  a  transfer  of  technology  particularly  practical 
in  offshore  asseibly  production. 

It  must  be  remembered  that  it  is  not  only  the  profit 
differentials  between  the  doeestic  and  export  laricet  that  have  kept 
Colomuian  firms  from  exporting  but  also  the  requirements  of  meeting 
strict  specifications/  quality  standards  and  delivery  schedules. 

It  is  in  those  areas  where  technical  assistance  is  especially 
needed.  If  these  problems  can  be  overcome/  cost  reductions  will 
naturally  result/  making  Coloabian  prices  aore  attractive  for 
foreign  firms  and  exporting  more  attractive  for  Colombian  firms. 

One  way  of  accelerating  offshore  assembly  production  would  be' 
tnrougn  foreign  investment.  b'.S.  companies  would  establish 
subsidiaries  in  Colombia  to  do  the  assembly  operations  for  the 
parent  fin.  Compared  to  other  countries/  tnis  has  occurred  only 
rarely  in  Colombia.  Although  official  foreign  investment  controls 
do  not  appear  to  be  more  onerous  in  Colombia  than  elsewhere/  282/ 
foreign  direct  investment  in  general  has  been  low  in  the  country 
and  historically  has  played  an  important  role  only  in  petroleum 
production.  3q?/ 
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While  the  establishnent  of  assenbly  subsidiaries  alight  be  a 
fast  way  to  expand  asseably  activities  in  Coloibia  and  create 
employment  opportunities  and  foreign  exchange  earnings^  it  may  -not 
be  an  appropriate  trend  to  promote  either  by  Coloibia  or  by  the 
U.S.  companies.  Civen  Colombia's  recent  history/  foreign 
companies  would  be  under  continuous  pressure  to  raise  the  use  of 
domestic  materials  and  coaponents  in  assembly  production.  The  sane 
pressure  miwht  also  be  applied  to  Colombian  assenbly  firms/  except 
that  at  present  very  few  of  then  are  exclusive  assemblers,  ^ost  of 
tnese  firms  produce  primarily  for  the  donestic  naricet  and  do  some 
assembly  work  and  also  some  general  exporting,  iii/  Such  firms 
could  easily  meet  donestic  content  requirements.  The  firms  devoted 
to  assembly  for  the  domestic  market  of  imported  CDK  (complete 
knockdown  components)/  ranging  from  airplanes  to  sewing  machines/ 
are  often  f oreign^owned  subsidiaries  which  do  run  into  problems 
created  by  government  policy.  At  first  they  were  encouraged  by 
letting  CKOs  come  into  the  country  at  a  low  duty/  while  the  import 
of  the  finished  product  was  either  prohibited  or  carried  high 
duties.  Then  the  government  kept  raising  the  domestic  content 
requirement  and  lowered  the  duties  on  the  finished  iteis  without 
decreasing  the  tariffs  on  the  CKOs  coimensurately.  The  result  is  a 
serious  profit  squeeze  for  the  national  market  assemblers.  IfiS/ 

This  is  less  likely  to  happen  for  domestic  firms  which/  in  addition 
to  producing  for  the  home  market/  also  assemble  for  exports. 

Colombia  is  in  a  unique  position  regarding  offshore  assembly 
production.  Its  current  manner  of  operation  of  combining  domestic 
production/  regular  export  production  and  assembly  for  exports 


within  one  enterprise  is  an  advantage*  It  peraits  the  fira 
flexibilit//  Bakes  it  less  vulnerable  to  deaand  fluctuations/  and 
encourages  the  transfer  of  technology  from  one  activity  to  the  * 
other*  39p/  For  the  J*S*  coapany  that  systea  is  an  assurance  that 
the  Colombian  firm  potentially  could  be  a  strong  long  tera  partner* 
The  arms'length  relationship  with  the  Coloaoian  subcontractor 
eliminates  the  need  for  heavy  capital  investaent* 
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^OPENDIX 

Comparej  to  aiany  otnet  developing  countrie^ir  econonic 
statistics  are  plentiful  in  Colombia.  The  problem/  however/  is 
tnat  there  are  major  dl scr epancies  among  some  statistical  senes 
covering  the  sane  information.  Tills  is  especially  true  in  foreign 
trade  data.  Soiue  discrepancies  can  be  reconciled/  otnars  can  be 
explained/  still  others  Jo  not  appear  to  nave  an  explanation.  A 
recent/  first  rate  study  on  Colombia  devoted  its  first  chapter  to 
examining  the  statistical  problem  (David  -lorawetZ/  iliiz.tlifi 

^'orld  bank  Staff 

iorhiug  Pa->er  No.  3o3/  January  190,/  Chapter  1).  ’‘or  example/  as 
extlained  in  ih.e  ;.orawetz  stUviy/  foreign  trade  statistics  include 
fictitious  exports  stimulated  by  the  existing  regime  ot  foreign 
trace  incentives.  Anottier  element  is  tnat  illegal  exports 
(smuggling)  aro  substantial  in  the  country,  because  of  tlie 
relative  dynainisii  ot  the  Colombian  economy  there  is  an  incentive  to 
bring  the  illegally  earned  foreign  exchange  back  to  trie  country. 

One  way  of  doing  this  is  to  overinvoice  real  exports  or  to  dec  lore 
fictitious/  but  legal/  exports.  Another  way  of  using  the  foreign 
exchange  is  throjgii  illegal  imports.  Kowevet/  most  unrecorded 
imports  consist  of  products  tnat  compete  with  legal  imports.  The 
reason  tor  smuggling  them  in  --  apart  from  the  motive  to  draw 
down  funds  in  foreign  accounts  ••  is  t.iat  in  an  economy  wnere 
laige  amounts  of  for ei gn  exchange  are  obtained  through  underground 
exports/  trie  “black  marxet"  rate  of  excitange  will  be  below  the 


official  rate.  Thus  black  market  imports  can  be  paid  for  uitn  less 
pesos  tnaii  imports  cleared  by  the  central  uank.  (See  also  Roberto 
Junguito  and  Carlos  Caballeros  A.  "La  Otra  Econbiiia"r 
FEUtSAPROLLJ/  Hojota  1978/  also  published  in  kaaiCUDClULa_&CfiDfiaiiL2/ 
Vol.  VIII/  iJo.  4). 

Ihe  concept  of  "textiles"  used  aere  includes  clothing  as  well 
as  fabric  ana  yarn.  It  aoes  not  include  unprocessed  fibers  such  as 
cotton  whicn  is  listei  separately  in  statistical  series.  Tae 
teAtiie  class! rication  in  tne  trade  data  used  in  this  study 
corresponds  iiiost  closely  to  schedule  a  of  the  Jnited  States 
official  import  statistics  (Tariff  Scheuules  of  tne  L-’nited  States 
Annotated  --  TS'JSA  numoers).  Therefor®  the  figures  used  here  are 
larger  than  the  •'orawet^  statistics/  (.hich  also  differ  amon? 
themseivea  because  of  different  sources  --  compare  his  Tables  1.1 
and  1.5).  For  example/  textile  exports  in  Table  V-2  here  are  three 
tiTca  tne  ciothinj  exports  given  in  sorveta  Table  i.i  in  197j  and 
(In  197'/  the  otner  year  when  tlie  two  series  overlap/  there 
is  a  twenty  fold  difference).  (World  hank  Table  3.7/  citing 
ColonLian  l.\'Cj‘'F.X  data  as  a  source/  gives  non-clothing  textiles  as 
ZT'-  million  and  Slwl  million  in  1975  and  respectively.  Alaed 

to  the  .•iorauetz  clothing  figuies/  the  sum  exceeds  the  export  levels 
given  in  laol®  V-2  here).  Ho-ever/  textiles  iaported  under  3C'’..C 
are  almost  exclusively  apparel  items. 
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footnotes 

145.  0.  J.  Martinez,  £uiddJ.Jua£££-Siu££ 

IbSkr  University  of  Texas  ^cess,  19'/?.,  pp,  131“132. 

146.  Free  zones  have  existed  at  the  border  since  the  193Cs/ 
tne  first  decree  regulating  tenporary  imports  ani  exports  i/as 

put  fished  in  the  Mexican  tedeial  register,  "ifiaLiQ-CIicldi!!/ 

S  e  r  t  e  .it  L'  e  r  ?  ,  1 5  L  F . 

ihl,  ‘^he  exception  is  the  textile  industry  whose  exports  are 
subject  to  the  itiposition  of  quotas  by  tl.e  United  States.  in  that 
iniustry,  assS'^bly  plants  nust  have  at  least  51  percent  Mexican 
ownership. 

14fi.  The  only  :uajor  concentration  of  maquil aaoras  wbicn  has 
beeii  until  recently  almost  entirely  outside  industrial  paixs  is  the 
one  in  Tijuana.  Appare.ntly  commercial  interests  there  have 
retisted  industrial  purK.s  for  fear  of  losing  their  free  port 
status,  dy  l??^'  a  few  new  plants  were  estaollshad  in  recently 
formed  industrial  parks  in  Tijuana.  (Industrial  parks  existed  in 
'■'exico  before  the  estabi  i  sn  nent  of  the  maqulla  program). 

14^.  Tne  concept  was  first  proposed  ay  ^^ichard  Polin  in  a 
report  by  Artnur  u.  Little  Je  Mexico  entitled,  "Industrial 
Opportunities  for  Ciuuad  Juarez",  August  1,  1964. 

1:).  Over  l,hO(:  maquiladoras  were  officially  registered 
during  that  period.  Some  of  these  never  started  operations;  many 
went  Out  of  business,  during  the  down  turn  of  1974-77.  More  about 


tnis  later 


Th<>  najullaJora  statistics  are  taken  froio  published  and 
unpuolished  tables  of  tne  -'exican  Secretariat  ('•(inistry)  of 
Programming  and  Pudget  (Uricina  de  Ma^iui  ladoras/  Jepartmento  de 
^stadisticas  industr iales/  Secretaria  de  Proiraaacion  y 
Presupuesto) .  Ine  Mexican  acronym  3?P  irfill  be  used  to  uesignate 
tnat  r.inistry.  yany  of  these  tables  were  supplied  by  the  U.  S. 
tmLassy  in  ''exico  through  tne  J.  S.  Department  of  State.  Otaer 
statistics  are  from  puolished  and  unpublished  reports  of  the 
Secretariat  (  linistry)  of  Industry  and  Commerce  (bIC). 

1j1.  Victor  urguidi  and  Sofia  januez  Villarreal/  '•Economic 
Importance  of  Mexico's  Northern  border  Kegion"  in 
ZSiLJSl/  btanley  i,  Koss/  ed./  university  of  new  Mexico  Press/ 

1970/  p.  1 f i. 

152.  Michael  Van  naas/ 

LuLlqli.  LaLaUQ.Aaa£ai2i£.Liaais-io-:ia£iw2la.(i&LiaL 

Pn.h.  Dissertation/  Stanford  University/ 
'arcn  1971,  note  253,  pj.  195-96. 

163.  According  to  official  '•exican  census  data,  open 
unemployment  was  sllgiitly  higher  in  tne  uorder  regions  compare  1  to 
tne  country  average  in  197C;  n.z  percent  at  the  oroJer  as  against 
3.d  percent  for  the  country.  (J.  Xirau  and  M.  Diaz,  iuiSlLi 
ii£CfiDj£u£ld.l£20lir£i£d/  Taiile  II).  Since  tnese  figures  do  not 
include  those  seeking  work  for  the  first  tine,  taey  are 
uriJerestimates.  Urguidi  and  p.endez  Villareal  estimate  the  1977 
open  unemployment  at  the  oorder  at  about  seven  percent  ("Econoaic 
Importarjce  of  Mexico's  worthern  Border  region,"  ?.  154).  Tne 
estimates  made  oy  two  different  '’exican  co.iiaissions/  however. 
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inaicdte  for  197?  a  si jii f icantly  lower  level  of  undereaployient  at 
the  borjer  tnan  tor  tne  national  average  (low  estimate  shows  9.2 
percent  for  the  border  and  It. 6  percent  for  the  nation;  high 
estivate  gives  If.l  percent  for  the  border  ana  25.3  percent  for  all 
of  Vexico;  Jr<iuidi  and  blender  Villareal/  Taole  11/  p.  155). 
^ustanante  arrives  at  an  underemploynent  rate  of  34.3  percent  at 
tne  oorser/  by  incluling  tnose  who  work  only  part  of  the  year 
anc./or  who  receive  less  than  t.ie  minimun.  wage  scales  C'Vrograma 
rionterizd  ae  -la^uila  loras/"  i.a£a_lQifitiid£iaDal»  I’ol*  15/ 
jCioLier-hece.Thsr  1975/  ‘lo.  2  (nil  Colegio  de  Mexico)/  ?.  137.3 

154.  The  border  region  is  niade  up  ot  35  aunicipal  ities 
located  in  the  six  states  bordering  the  United  States.  Almost 
one-third  of  the  border  population  is  concentrated  in  Tijuana  an; 
.'.exicali/  two  municipalities  oordering  California/  and  aiciost 
one.-iifth  in  the  largest  border  municipality/  Juarez/  the  twin  city 
01  ;1  Paso,  Texas  (fnese  tnree  municipalities  accounted  for  nail  of 
tne  jorder  population  according  to  the  1970  census  as  reported  by 
Victor  Urguidi  and  Sofia  Mendez  Villareal/  197R/  Table  2/  ?.  142). 

155.  Jor^i  A.  Bustamante,  "bl  Ptograma  Fronterizo  de 
Ma 7ui 1 u jor as :  Jsser vaci ones  para  una  Cvaluacion”/  Eata 
ICl££Od£ifiliSi.a^/  Colegio  de  Mexico/  Jct.-oic.  197o/  Vol.  XVI/ 
tl.  2/  pp.  135-187/  see  also  Van  Vans/  ?.  1>5.  ;aaaLCi2_iift££i2£-ii£ 
li£2lCfi/  Vol.  29/  No.  0/  May  lyld,  ?.  2?B.  Donald  fiaerresen/  lat 
Lfi£j££.IoJkdl£i£ii2.2ll&a.E£&a£ai&.fil_i:fiSiC2/  (i.exington  Books/  1971) 
gives  similar  estimates  for  ‘•’exican  laquii'j  wages  spent  on  the 
Texas  side  of  tne  boruer  (p.  J5). 


A-6 


156.  Cited  in  Hearings/  Committee  on  aa/s  and  Means/  U,  S. 
House  oi  Representatives/  June  4/  197"/  •'Lxiiuit  li",  p.  3296. 

157.  £ancu  de  Mexico/  lQilicadacaa_£ccafi3licaS/  April  1979. 

The  ratio  oi  tiie  surplus  to  total  border  income  is  referred  to  as 
the  "retention  coei i icient."  Justamante  indicated  that/  oi  each 
dollar  that  entered  Vexico  tnrough  frontier  transactions/  $.4<  aas 
retained  in  19:.5  jut  onl/  S.33  in  1970.  Inat  proportion/  however/ 
fluctuates  with  the  relative  rates  of  inflation/  the  rate  of 
excname  am  tne  C.  3.  business  c/cle.  It  went  up  to  $.  4j  in 
l/7j  then  dropped  to  ^.27  in  1576  because  of  the  J.  S.  recession 
and  tne  overvaluation  of  the  peso.  After  tie  1575  devaluation  oi 
the  peso  it  s<iot  un  to  3‘Hc-  "retained"  for  each  dollar  sold  abroad 
(Ire  re.!!3ininj  v.52  were  ourchases  in  the  ooruer  towns  of  the 
Uiiitej  States).  It  snould  be  noted  that  tne  ratio  dropped  to  low 
levels  in  laf;9  as  tne  Xexican  inflation  accelerated  relative  to 

!).  S.  inflation.  With  tne  peso  again  btcoming  overvalued/  Mexicans 
found  b.  b.  goods  on  the  other  side  of  the  oorder  relatively  cheap/ 
anu  Aiiericans  found  prices  on  the  Mexican  side  relatively  dear. 

(u.  N.  tcoiiomic  Commission  lot  Latin  America  --  CePAL/  "Mexico: 
•iotas  Para  el  Lstudio  iconomico  de  America  uatina"/  June  5/  1931/ 
Table  12/  ?.  €7  an  1  p.  53). 

155.  AClualidad/  a  "exican  Konthly  Review.  \(0l.  2/  K.  7/ 

'^ay  1/  19si/  p.  .5. 

loR.  A  large  overvaluation  of  the  peso  could  wipe  out  these 


surpluses 
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160.  The  value  added  in  uecember  19^3  ol  1/616  aillion  pesos 
converted  at  the  ena-of-the-year  rate  of  23.3  pesos  to  the 
U.  S.  dollar  and  annualized. 

lol.  Md^uila  exports  are  incluoed  in  the  "service”  rather 
than  tne  merchandise  export  category  in  'Mexico's  balance  of 
P3>nients  statistics.  They  therefore  do  not  correspond  to  U.  S. 
iuP'Ort  statistics  unjer  tariff  items  d-.'7.03  and  836.30.  The  latter 
include  'J.  3.  and  otner  non- Mexican  components  as  well  as  the 
.•'exican  value  added.  The  dutiaule  value  of  8  J  7. 03/o06. 30  imports 
should  reflect  xaxican  value  added  plus  non--'exic3n  and 
non-L,.  3.  components.  Ineiefort  the  value  of  6.  3.  dutiable 
imports  from  Mexico  will  be  higher  than  Mexican  value  added 
figures,  tot  tnere  is  no  explanation  fox  tne  larger  d.  S.  figures 
compared  to  Vexican  maiuiia  export  data  as  reported  in  Mexico's 
balance  of  payments  statistics  before  1975  and  especially  after 
1977.  .lexican  masuila  exports  should  be  higher  than  the 
corresponding  U.  3.  import  aata  from  Mexico  because  the  former  will 
inciuje  'Mexican  assembly  exports  to  ail  Jest  inati OiiS/  fiot  only  to 
the  jnited  States. 

The  statistical  discrepancies  would  not  nave  been  as  serious/ 
ha  1  not  tne  1973  Mexican  oalance  of  payments  data  ueen  sharply 
revised.  The  1975  and  1979  exrort  figures  of  maguila  services  were 
revised  downwar  1  Ly  almost  •I'!'  percent  so  tiat  instead  of  a  35 
percent  increase/  there  was  a  14  percent  decrease  between  1977  and 
l»7b.  'iven  making  generous  allowances  for  tne  usual  discrepancies 
ubtween  f.o.b.  and  c.i.f.  values/  ani  for  the  fact  that  some 
’J.3.  of  7.0j/8/6.3v  imports  come  tro.u  .lexican  assembly  slants  not 


under  the  Tiji:]uila  regime  (plants  that  are  iii  a  free  zone  and  prefer 
to  export  under  the  free  zone  regime)/  it  still  would  not  come 
close  to  explaining  tne  huge  (6C  percent)  divergence  between 
U*S.  and  Mexican  data.  moreover  the  difference/  as  indicated 
above/  has  the  wrong  sign/  particularly  if  it  is  considered  that 
there  must  oe  suostantiai  aaquiia  exports  wiic.n  contain  no 
d.3.  components  or  otiierwise  do  not  qualify  for  907, C.'  or  636.30 
'US.  tariff  exemptions. 

16z.  .'’ore  t.nan  twice  as  much  if  only  those  manufactures  are 
consiJeied  that  are  similar  to  the  maquila  product  lines. 

^erninjs  from  maguila  operation  and  from  manufactured  exports 
are  not  quite  compara.jle,  Meiuila  services  are  net  of 
U.  3.  components  and  components  of  other  countries  for  whom 
olfsnore  assenti/  activities  are  done  (out/  for  exampla/  Japanese 
r.ateri.iis  for  J.  3.  offshore  assembly  operations  are  included). 
I/.cy  are  tnus  net  of  most  imports.  Regular  manufactured  exports/ 
however/  include  imported  components  and  tnerefore  tend  to 
overstate  net  foreign  exchange  earnings  unen  compared  to  jiaguila 
e  a  r  i  1 1  ri  g  s . 

lo3.  See  footnote  17  above. 

iPl.  In  17o?  tne  distribution  of  tne  pl.ant3  among  tne  six 
towns  was  as  follows:  Tijuana  123/  ^‘exicali  7^/  Nogales  59/  Aqua 
Prieta  22/  Ciudad  Juarez  121/  and  Matamoros  '3.  In  addition  to  the 
454  plants  in  these  towns/  there  were  97  factories  in  other  places 
along  tne  border  with  less  than  twenty  plants  each. 
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165*  Aerograms  fron  the  U*  S*  Emoass/  of  ^exico^  A-265  dated 
June  4/  1971/  A-3i!fa  dated  June  30/  1972/  and  A-61  of  February  14/ 
1973. 

106.  Data  fiom  (Secret aria  de  Prograiacion  y 

F  re  supuesto ) . 

107.  Table  submitted  by  Secretaria  de  riacienda  y  CreJito 
FL.-iijo  to  the  Second  Seminar  on  the  .liorfh-South  Complementary 
Intr  j-Inau3try  Trade/  JI'CIAJ/  Mexico  Cit//  August  lE-22/  1980.  See 
also  AcllidiidJj/  •'•ay  1981/  p.  it. 

Ic8.  Federico  Falli  eith  the  collaboration  oi  Javier 
Villasenor  ?.  and  Jose  aaneses/  ’’Lwolucion  y  Psrspectivas  de  la 
Incustria  Maguilodora  en  .Mexico”/  £1  Colegio  de  Mexico/  Centro  da 
r.stuJios  iconomicos  y  L;emograticos/  paper  suD.nitted  to  the  Second 
Se.'inar  on  ’J'^CTAJ/ 

■'axico  City/  August  lo-22/  l'?'-iO/  p,  33. 

159.  Jnclassified  section  of  cable  lD7l  dated  January  21/ 
198^  fron  tmarican  Embassy  in  Mexico  City. 

170.  frnesto  Calderon/  "Las  •lagui  ladoras  de  los  paises 
centrales  que  operan  en  el  lercer  ‘•'unJO/*'  in  Ji juilaJCLiS/  Lecturas 
Cc.''3T^</  (Mexico/  probaoly  1731)/  p.  92. 

171.  Lecturas  CLSTtZM/  p.  92. 

172.  Tnu  A.  J.  bermudez  Inuustrial  PaiK  in  Ciudad  Juarez  was 
establishes  in  196S  and  has  been  greatly  expandad  since  then. 

173.  Van  .aas/  P.  34. 

17-1.  See  also  Federico  T.  aarrio  "Si  contaxto  historico  de 


los  programas  feierales  para  el  desarrolio  econoeico  de  la  zona 
ironteriza/"  paper  presented  at  Symposium  on  the  iconomic 


Deveioprient  and  Adninistration  in  tne  tiortti  ■Gorier  Region  of 
HexicO/*'  Juarez^  tiovember  22,  1973);  U.  S.  Eibassy  cable  1071/ 
January  21/  1960;  and  Lecturas  CESTLrM/  pp.  92-93. 

17i>.  See#  lor  exanple/  knys  JenkinS/  "F'orelgn  firms/ 
manufactured  exports  anJ  dei/elopment  strategy:  Tne  Case  of 
;-‘.exico/'*  aai£LiQ_£:£_L2l.uiiQa-Lal.iafiaiifiLic.aaQ:s.y.d&l-£dLiti&/  c&dla/ 
Ainsterdar’/  io.  2j/  ueceaoer  -Jeafarmer/  k.  S.  and  Mueller/ 

if’,  r.  '*  ;al  t  mat  iDual  Corporation  in  Brazil  and  Mexico/”  Report  oi 
the  :3ufccom-ri ttee  on  Multinational  Corporations  of  the  Comiuittee  on 
r'oici  jn  Pelations/  U.  S.  Senate/  August  1575/  ??.  45-94. 

176.  For  a  discussion  of  t.ie  snelter  plan  system  see 
hichard  Caaipneii  "rroiuction  Sharing/  Implications  for 

Industrial  Parks  in  Latin  America"/  Jau£Qai-2i_-la2ilaI£-iQfii.lIUlS^ 
Jol,  III,  ;,o.  1/  January  157®/  p,  37.  In  156'/  tne  fees  charged  by 
a  srieiter  plan  concern  varied  oetijeen  $2. OP  -  $2.50  per  hour  per 
direct  iaoor  employee,  r'or  6C  operators  this  could  amount  to  aoout 
$i50/.'lk,  for  ona  year. 

177.  LeopolJo  Solis,  "industrial  Piiorities  in  Mexico"  in 
United  ‘lations  Inuustrial  Development  Organization/  ia^USlLial 
2li2Cilli2_iQ_;2£y£lfi2i09.k2UilIi:i££<  united  .nations/  Vew  York,  19’^9, 
p.  Ivc  and  Table  15/  p.  1"9. 

173.  See  also  JfiSiCflA_ijaOuia£lU£iDa_2SCl2L/  •’orld  rank/ 

kashington/  1979  and  J.  Xirau  icaza  and  M.  Dlaz/  Nuestf ^ 
iifi2£QaSU£l£_XLaoiS£i££/  Fondo  de  Cultura  Econonica  Mexico/  irchivo 
del  Tonio  43/  1976/  Table  34. 
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mS  Mas  nentionei  aaove/  many  ot  the  "aras-iength"  operations 
in  the  aaiuila  industry  were  perforned  with  aacninery  and  equipment 
supplied  oy  tne  u«  contractor*  Therefore  this  nay  not  ha«e 
been  consioered  an  investment  hy  the  Mexican  maquiladora/  thus 
iokenng  tne  capitai-iajor  ratio,  it  is  also  not  clear  whether 
maquiladora  buildings  are  includes  in  fixed  assets  if  they  are 
lease]  in  industrial  parks. 

1'79.  liie  difference  may  be  overstated  because  there  is  at 
least  one  sector  in  the  maquila  industry  which  cannot  he  classified 
as  manufacturing;  tne  sorting  ot  discount  coupons  clipped  from 
newspapers  and  mailings  ana  used  in  retail  stores.  Th»  value  added 
per  worker  in  this  aiajuila  sector  may  be  as  much  as  2'J  percent 
uelow  tne  average,  (data  were  convertea  to  U.  S.  dollars  at 
oi/icial  exchange  rates,  sources  for  ma^uila  value  added  and 
employee  data:  Oflciiia  Je  .naquiladoras/  Lepartmanto  de 
cstacisticas  I ndus tr i al es/  Secretaria  de  Prograsacion  y  Presupuesto 
(3'^?)/  Mexico  City;  for  ail  manufacturing;  ^£iii£a«,_JiiauIacIU£iQa 

i&alaLl _ ii£uali2U<.-s:£aaa£aI&-aDJ.caiiaiaS/  «lorld  ‘ianK  3tudy/  '^arch 

197^/  lajle  3.n) 

isr,  World  ^anx/  idasicfi.  .  .  1979/  Table  3.  4/  ?.  5P. 

lf<l.  ISlC  sectors  *n  and  3o-35  (Icidi.) 

132.  Tnere  are  many  hundreds  or  indlviaual  minimum  wages/ 
set  by  national  and  local  commissions  according  to  Job  types  ano 
geograrhlc  area.  They  are  usually  set  at  tne  beginning  ot  each 
year/  sometimes  skipping  a  year/  and  occasionally  during  the  year 
(Van  waas  notes  tnat  there  are  close  to  7/oOG  different  minimum 
wages/  :iUi£iQa£l2QAi2la.-JL.<..  P*  230. 


o 
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1S3*  The  lioivlet  average  was  calculated  by  Van  liaas/ 
lluiliQaliaaalaI*_x.4.-/  Table  i?#  pp.  276-277. 

1J4.  See  Van  inaaS/  P»  251. 

Itb.  See  Table  III-12  lor  ffletnoJ  or  calculating  noun/ 
mininiuTi  w-iyes  and  Taole  ill-lj  for  calculation  of  hourly  wages  in 
asnenjly  industries. 

166.  It  snouli  be  noted  that  hourly  siniTiu.n  W3;es  were 
calculated  on  the  assuK^; ti on  that  'Mexican  workers  receive 
non- ;.ork  In  i  Sunjay  pay.  lo  tne  extent  that  tne  law  is  not 
followed/  nini";u?  wages  would  be  about  Is  percent  lower  than 
jn^icate.i  in  the  t-obles/  thus  enlarging  tne  gap  with  naquila  wages. 

In  a  sample  of  22-i  ma  ]ui  laootas  worwers  in  Tijuana/  Monica 
Ja.i.orill  found  in  1977-73  tnat  H  percent  of  all  the  workers 
receivei  a  wage  less  tnan  the  minimu-n.  Imong  tne  unskilled  it  was 
2l  percent/  (the  percentages  for  women  were  higher/  for  men 
loacTj.  Aoout  jf  percent  of  all  workers  anl  2v  percent  of  tne 
unsxilled  received  more  than  the  minimum  ( JasUlladfltafi/  Lectures 
</  laole  2/  p.  !5  anl  Tarle  3/  p.  16>. 

•lOifgang  .'>onig  found/  on  the  basis  of  a  sample  of  o22  workers 
in  Several  selected  cities  at  the  border  and  in  tne  interior,  that 
maguiio  wages  at  tne  border  were  111  peicent  and  in  the  interior  of 
the  country  124  percent  of  the  respective  minimum  levels  ("lifectos 
de  la  activida.l  maquiladora  fronteriza  en  la  suciedad  aexicana/" 
paper  presented  to  the  National  Symposlu:.i  on  frontier  Studies/  ti 
Colejio  de  fexico  --  Jniversity  of  ..ueva  ueon/  ^onte^ey.  January 
24-27/  1979/  p.  9).  iclualiflaa,  ‘^ay  i9ol  asserts  that  the 
macuiladoras  constitute  f  percent  of  "the  national  manufacturing 

J/' 
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activity/  but  Creceive3  only  4*17  percent  of  eaployee  reaunerations 
which  makes  them  relatively  little  remunerative  for  labor/"  p.  16 
(author's  translation}*  r'or  a  discussion  of  uage  politics"  see  Van 
eaas/  Chapter  VII. 

157.  The  shift  in  tue  proJuct  six  toward  a  greater  yexican 
value  added  propot  tiori  can  be  considered  a  gain  to  the  Mexican 
economy  only  insofar  as  the  larger  value  added  snare  is  not  due  to 
an  expansion  of  imports  from  tntrd  countries  required  by  the 
increasing  asseaibly  of  products  such  as  1.  V,  receivers  and  parts. 

155.  Tne  extreme  view  is  attributed  to  tne  radical  left  "who 
sea  tne  majuiladoia  program  as  the  most  overt  form  of  national 
econoi'.ic  servitude  yet  accepted  by  rfexico"  (Maria  Patricia 
Feinandez/ 

tLQLCe.iQ.::uiU£il.JU£££2l.^lUilfiL&.£Cfii;IU£l.i&a-£iaaL&<.:i  Rutgers 
university  Jisser tatlon/  August  195C/  p.  67). 

159.  There  are  provisions  to  ease  this  requirement  as  bill 
be  noted  later. 

I-*,;.  In  the  interim/  the  maquilauora  must  post  a  bond  in  the 
amount  of  import  duties  plus  potential  penalties,  for  the  latest 
decree  see  a£iliii3iiai&_a&i.t.aL£alQ.l££C£I(l.d2i.aLli£Uii.i2l.£l£l 
i:fijli2a.iilydufiia.i£_iii£-£sIdJfi£.UQiJys-L££i£aD2s.2a£a.£l.£s]i&ai&.i£ 
l£.iadU£lLia-iia3UXia]2aLa/  dctooer  26,  1977  (for  the  bond 
provision/  see  especially  article  ?3). 

191.  In  trie  cases  of  the  city  states  of  Mong  Kong  and 


Sirigjpore/  national  integration  cannot  be  considered  a  problem. 

^ut  even  in  Singapore  there  has  been  a  deliberate  government  policy 
to  squeeze  out  the  maximum  from  offshore  assembly  activities  by 
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increasing  wage  levels/  although  it  nay  mean  lasing  tnose 
operations  that  require  very  low  skilled  laoor  (see  the  case  study 
oi  tne  se:niconductor  industry  oelow). 

192.  Interviews  in  Jogales  and  Ciudad  Juarez/  March  19>2t/ 
19^.';  palJi/  "i' vo  1  ucion.  .  .  /  Appendix  "Sstulio  da  Canpo;*'  Van 
•aas/  p.  o7o;  See  also  federico  9artio  I.  /  "LI  Context© 

Mstorico.  .  .  "/  and  Secretaria  de  Industria  y  CoaerciO/ 

-texico 

1974. 

193.  See/  for  example/  I.  Little/  T.  Scitovsxy  and  X.  icott/ 
iu:2usiLii3ii£iili2Q.£ad-Ic.aii£-iQ.S£ui£.Q&k£i2aiQa_.:&ualLi&&x..A 
£ca2iliali2£_wll!d2/  Oxford  Lnivarsity  Press  19''C  and  B.  Baiassa  and 
Associates/  ia£.aiLus.luL£.a£_2L&t£(;iiga_ia.i2£)i;&l.g2lQX_;&UDUi££/ 
JorriJ  fopkins  fress/  1971. 

194.  See  Van  «iaas/  iuiLiQ£t,laaiifilx-x-x.f  ?•  373. 

I9f.  Tho  1977  decree  (footnote  46/  p.6o)  appears  soiewhat 
vajue  on  this  point.  trticle  i,  paragrapn  11  says  that  -naiuiia 
status  can  oe  given  to  plants  which  are  estaolished  to  supply  the 
internal  .iiarxet  anu  which  could  undertake  "tenporary"  iiports  for 
exports/  provided  tnat  at  least  23  percent  of  such  exports  are  of 
national  origin,  r^resutaoly  this  plant  could  also  sell  on  the 
domestic  market. 

196.  duotes  from  unclassified  telegram  f3l26  from  American 
Embassy  in  kexico.  January  21/  1903.  See  also  Van  Waas/ 
aillliQaliilDdiiilx.x.x-  P>  372*373. 
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197.  See  among  otners  M,  P.  FernanieZ/  “iMMlaS-dfi 

Seiigson  &  ikiiiiams/  dajuiiadaus-aad 
liflcaliflu;  Wolfgang  Konig,  IfiMacJa.ao.&KaiUdiiBQ.fil.lQtSEQalifiQal 

un  fcla,  1975, 

p.  iCb  anu  "Efectos  de  la  actividad  aaquiladora  fronteriza  en  la 
socieodu  luexicana/"  p.  13;  Barresen/  p.  35;  M.  J.  Gamc^rill/ 
idaUJlldllBISS/  PP*  23-16;  i/an  ..aas/  dUiliuaiiBQalSla.-a.-a../  Chapters 
7,  c,  ana  p.  Jorge  A.  liustamanta/  "£i  Ptograma  Fronterizo  Je 
s'agui  1  aaoras:  doser vaci ones  Para  una  Evaluaciori/''  £flL2 
lUliLUaciaadi/  Colegio  le  •‘.exico/  Volume  15,  fJo.  2, 
dcto jer- Jecexuer  1775,  ?p.  2( 1-2P4. 

195.  The  basis  lor  tne  analysis  is  sample  surveys  unJertaicen 
cy  the  authors  of  tne  various  studies.  Probabiy  the  best  survey 
taith  Kije  covetdTe,  but  only  tangentially  related  to  tne  present 
Jiscussion,  wdi  done  uy  ditchell  A.  beligson  and  uduarJ 
J.  Williams;  (:idiuiiJj2LJS.daJ.JisIdUS0l.iaLiiSLS.iD.LU& 
:f2£l£dD=Ul]il£d-uIjl£d-k&EiieE.iQdUSli.iaii£aUBD.£CS3ia3/  University 
of  Arizona,  June  193u;;  it  uas  taken  in  1973  anJ  encoopaSdea  339 
-otKers  in  six  border  cities  and  t  interior  cities  (some 
questions  were  .a^ninistere  1  only  to  x"-  uorxers).  The  Konig 
survey,  made  in  *974,  had  a  wi.oer  coverage  ana  included  interviews 
of  both,  assombl/  and  plant  w^anagecs  anu  assembly  worxers.  A  total 
of  dl  plants  lit  5  border  cities  and  4  interioi  locations  were  in 
the  sample  as  well  as  5x2  workers  in  at  least  11  locations.  The 
‘‘ernanaez  study  covered  only  Cuidad  Juarez  and  tne  Gambrill  survey. 


only  1‘ijuana.  Joth  of  these  were  oased  on  samples  of  workers  and 
togetiier  witli  the  Van  ksas  study,  which  included  interviews  with 


plant  «x*cutiv«s  (Dut  not  workors)  in  tnr«e  citits^  unJatiit  t;i« 
argument  uhich  is  sumTsrized  here. 

li)).  Konig/  for  exaiple/  found  that  45  percent  of  aequila 
workers  were  not  previously  in  t:ie  labor  force  although  they  were 
over  It  years  oL  age. 

T.ie  average  level  oi  ,  of  aaguila  workers  in 

tt.e  r  err.  an  ler  sd‘*irle  was  about  7  ye  ,  coinparec  to  3.3  years  for 
Ine  vorzer  in  gsnerel  (Table  2  and  ?a.  155-.56). 

:.ie  aajve-cited  studies  snow  that  eoout  two-tnirds  ol 
the  wunan  woricers  are  less  tnan  25  youra  of  age.  In  electronirs 
tiie  pro;^ortion  is  35  percent  aitii  a  melien  a^e  or  less  thin  2' 
years.  The  average  aje  is  cortsi  ler  sM y  higner  in  li  e  ipparel 
industry,  loout  years  (Jee  f.  '‘ernindet^  lable  n,  143), 
2<2.  ine  eviuenca  citej  rereatedly  in  several  studies  was 
c^ns-s  Jdia  for  l-t!  eno  i-*7.  during  ehicn  tne  official 
unenpioynenl  rate  in  l.ia  oorJer  reiion  increiael  froi  2.4  to  4.2 
nercont.  7:ie  latter  is  still  an  e*tra»sly  low  figurer  given  the 
mij'iitude  of  under  eap  J  ny  ••lent  in  tevico.  Joen  uieinloynent  seens  to 
heve  increased  since  iv7C.  According  to  0....  data/  unamployment  in 
the  three  major  -'exican  cities/  iexico  City/  duidalajara  and 
'ionteriey  everigel  b-Q  oerceiit  in  1973  (7-17  percent  in  1977). 

U.f«.  Econmiic  Co-Tinission  tor  Latin  America/  !;epaL/  £caDaiiC_5l*LltSi 
fiI-Lali0.e2k£A£d.i222a  united  Nations/  Kee  yoctc  1961/  Table  16/ 
p.  j76. 

2^3.  lucotioned  oy  the  authors/  .larch  li^Of  see  also  the 
acove  cited  surveys  (footnote  54). 
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2^4«  Fern^niez/  pp«  1C9-110  anJ  Van  Waas/  pp*  299~231/  and 
interviews  at  Mexican  border/  starch  19*26/  I960* 

2w5.  U.  S.  Oepartaent  of  Labor/  Bureau  of  Labor  Statistics/ 
Special  Labor  Force  Report  (GLFp)  2i4.  labie  33/  ?•  A*2b* 

20  6.  Ia£tUSlLi-<d6e.SU£Xej£l-.&eii.C2DdUCt2LS/  Sept.  1977/ 

V.  S.  uepartment  of  Labor/  Bureau  ol  Labor  Statistics/  bulletin 
X&21/  1979. 

2C7.  For  a  liscussion  of  these  factors  see  the  cited  worked 
of  M.  r.  lernandez/  C.  uajiorill  and  Van  Waas  as  well  as  the 
references  ^iven  therein. 

27 -i.  honica-Claire  Ganorill/  for  example/  found  in  her 
sd.rple  of  maquilaaora  workers  in  tijuuna  tnat  aaong  those  who  had 
previous  joos/  aoout  16  percent  ol  tne  previously  skilled  and 
se*i-skilled  descended  into  the  unsKilled  category  in  assembly  work 
(dJiUllAdaLdii/  Table  13).  There  is  also  an  interesting 
inter  generational  comparison  which  shows  that  about  three  times 
more  fathers  of  asrembly  worxers  than  their  offspring  were 
clasoified  as  skilled  or  se.ui-skillei.  (Because  the  concepts  were 
not  adequately  defined  and  the  sample  was  not  representative  of  all 
iiaquila  worxers/  these  data  must  be  used  wit.,  caution). 

109*  See/  for  example/  “arry  Braverman/  Mafifi£-aDd-lS2Qfi£&i^ 
'ionthiy  Keview  Press/  1974.  It  was  applied  to  olfsnore 
asseaoly  production  by  Van  kaas/  PP*  7C-77 

and  B2*iiiiiD* 

21/.  M.  C.  Sambrill/  Tables  14-17.  The  sample  data  show 
tt.it  3  significant  portion  of  workers  changed  joos  wittiin  the  plant 
and  that/  among  tnose/  more  than  twice  as  nany  went  to  higher 
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skilled  positions  than  to  io«er  SKillad  ones. 

211.  See  Van  Waas/  pp.  11-1%  for  a  brief  report  of  upgrading 
of  skills  in  a  Mexican  electronics  asseaul/  plant  at  the  border/ 
wnile  the  less  skilled  jobs  were  being  transferred  to  a  new  plant 
in  tne  interior  where  wages  are  lower.  The  sane  point  is  »ade  in  a 
h'.i.  ■^nibissy-Mexico  caoie  jateJ  Januar/  21/  19®?/  wnich  refers  to 
nia ^ui ladoras  of  two  lar^"  J.r>.  conipanies  at  the  border  spinning  off 
plants  to  tne  low  wage  interior  to  which  the  aiost  labor  intensive 
operations  are  cnari.iel e,1/  xeeping  the  '•ore  s<illed  ones  in  the 
oordet  plants. 

212.  Nearly  all  assen^ly  plants  along  tne  eastern  part  of 
the  aorder  with  f:he  United  States  are  unionized  (particularly  iri 
the  state  of  rmaulipas/  including  the  magui  1  adora  centers  of 
Mataiioros  and  Nuevo  Laredo),  uoing  west/  the  rate  of  unionization 
di.rinishes  and  in  TiuJad  Juarez/  the  largest  assembly 

concenti  atfon/  it  is  only  about  *10  percent.  Furtner  west/  as  in 
Tijuana/  there  is  relatively  little  union  activity. 

21j.  '‘or  3  detailed  uiscussion  of  the  role  of  unions  in 
•<exico  and  in  assemuly  plants  in  particular/  see  Van  r>aas/ 
pp.  and  feiisals/  as  well  as  the  sources  cited  therein. 

A  iBajerity  of  Tanagets  interviewed  in  plants  without  unions/ 
indicated  tnat  tney  would  welconie  unionization  in  order  to 
regularize  labor  relations.  See  also  haill/  Appendix  R/  p.  A-*39 
and  Van  kaas  sources  cite^. 

214.  balli/  p.  39  and  Appendix 
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dkSiQ&SS-d&]Ci.&U/  wuly  "Lorder  Industries/"  p.  1. 

See  also  L.  Solis  kho  gave  the  same  job  loss  figure  in  "Industrial 
Priorities  in  "exico/"  in  'JKIOD/  1979/  ?.  !05, 

216.  In  dollar  tens  cnere  was  a  sharo  decline  between  1976 
and  1977  due  to  the  massive  devaluation  of  the  Mexican  peso  toward 
the  end  of  197e, 

217.  ^or  an  interestini  description  ana  analysis/  see  ITan 

o3?o/  iulliDaliaCilsI _ especially  pp.  295-31f.  The 

turnnrouni  of  tr.e  cntastt  opn  ic  led  me  in  Nuevo  Larelo's  asserbiy 
activities  came  rather  gingerly  in  1776/  out  the  upturn  has  be^n 
slow.  dy  i95C  tne  town's  euplo/nent  and  Value  adued  in  real  terms 
were  still  well  oelow  half  of  1913/1h  levels  (Mexican  SPP  data). 

216.  A  whole  plant  is  reported  to  have  disappeared  over  one 
three-day  wee^‘‘.na  (see/  lor  example/  Sufilossa-ESKASK/  Federal 
Fescrve  63n<  of  7ailaS/  July  1975/  p.  5). 

219,  In  tne  case  oi  imports  from  d.s.  suosidiaries  and  some 
oti  er  "related  party"  trade/  the  U.S,  Customs  Service  re:;uires  a 
dollar  estimate  of  “Mexican  cost  of  production/  to  whicn  Customs 
adds  an  imputed  profit  figure  in  order  to  arrive  at  value  added  in 
i<exico  which  is  dutiable  under  tariff  items  b ')  7  .  )  ) /p')  3  ,  j )  (Sea 
ApoanJix  to  Cnapter  li). 

227,  Interviews  with  the  director  of  the  '/.ngales  Industrial 
Park/  July  13/  1778  and  March  ?'/  190j/  wita  the  manager  of  the 
oermundez  Industrial  lark/  wuarez/  March  2A,  193)  and  several 
consultants  specializinj  in  setting  up  industrial  parks. 
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221.  Tae  size  of  plants  also  increased/  as  mentioned 
earlier.  In  July  1*^71/  the  average  number  of  woricers  per  plant  was 
116/  anj  in  Decenuer  19-?^  it  was  200  (Solis/  faole  15/  p.  109  arid 
Table  111-6). 

iiJ.  Tiie  term  used  by  the  J.  S.  Liepartment  of  Commerce  is 
•'.'•'.ri;;or  i  ty  Owned  Foreign  Affiliate"  (M3rA)  of  J.  S.  companies. 

^23.  Tne  ■'JF«s  are  taken  as  representative  of 
u.  3.  subsidiaries  operating  in  Mexico's  assembly  activities/ 
becaus?/  as  is  notea  in  Table  111-7/  the  maiuiladoras  are  exeint 
fioii  t.'ia  Msxic  am  za  t  ion  requirement  (majority  Mexican  ownersnip). 
Vet  not  all  "jrAs  in  Mexico  are  in  assemoly  production/  judging  oy 
tne  f  ict  that  their  total  employment  in  1977  was  recorded  by  the 
0.  3.  Census  to  lave  been  171/OOd  workers/  whicn  is  substantially 
above  the  official  Mexican  government  figure  of  79/433  maquila 
workers  for  tnat  year  (ieoie  III-I). 

idn.  xorio  hank/ 

VoluHs  II/  ^ay  3d/  1979/  statistical  Appendix/  Table  2.13/  p.  25; 
J.*..  'cono-'ic  Commission  for  Latin  America/  CiPAd/  Lcgno^pic  Survey 

Preliminary  Summary/  £/ JiPAL/1. 1153/  April 
d^/  Tdfie  1'^/  p.  26. 

2..5.  >:o£  1  j  Hank/  'area  1979/ 

Table  1.2. 

22o.  In  some  places/  tourism  provokes  a  siaiiar  reaction/ 
because  it  conjures  up  an  imav,e  of  a  "nation  of  waiters". 

24:7.  "'‘.exico's  Sunny  Economic  Climate/"  Special  Advertising 
section,  iifiifiafiid/  Jut.e  1/  1961. 
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22?.  Special  incentives  have  been  consifSered  for  the 
estabi  isatibiit  by  tne  na  jui  1  a  loras  uf  compieoeritary  factories  that 
would  proauce  the  materials  and  components  required  by  them. 
Although  not  expressly  stated/  these  incentives  would  be  directed 
primarily  to  J.S.  maquiladoras  and  tharetore  the  compl eaentar y  new 
enterprises  producing  tne  maguiladora  supplies  would  oe 
U.S.  suDsiiiaries.  Tr4ey  would  not  need  technical  assistance.  From 
a  snort  run  economic  perspective,  providing  incentives  to  induce 
icreijn  companies  to  ma<e  tne  compl eventary  investments  may 
tnereiore  he  less  expensive  than  to  maxe  protected  '-i-xican 
companies  succeed  in  supnl/inj  magui ladoras.  The  latter,  however, 
may  pay  lar^e  dividends  in  the  future.  (:>ea  tne  reference  to  the 
press  release  of  April  11,  i?i?9  by  the  ministry  of  Patrimony  and 
I iis-ujtr iai  ueveiopment  loEPAri'i)  reported  in 
diiiia,  ^2/  p.  2:#). 

I2y.  A  survey  of  the  nossioilities  tor  assembly  component 
projLction  made  in  Ciudod  Juarez  in  1975,  showed  a  good  potential 
for  lexicon  firms  in  lines  where  economies  of  scale  existed.  Tne 
result  woulc  be  much  more  favorable  for  Mexican  integration,  if  the 
survey  were  taxen  today  anu  ail  maquila  production  (not  only 
Juarez)  were  considered  (the  1975  survey  was  sponsored  by 
CONACISTPA,  a  y.exican  equivalent  of  the  National  Association  of 
Manufacturers). 

23').  Th»  transitory  decline  in  interior  plants  in  1978  wjs 
due  primarily  to  a  sharp  drop  in  the  numuer  of  plants  in  appaiei 
assemoly.  Since  ooth  tne  numoer  of  workers  and  value  audeJ  in  the 
rtjiaining  apparel  plants  continued  to  increase  substantially,  it 


can  ba  assumed  that  tne  decline  was  due  to  t'le  disappearance  of 
small  plants.  The  nu'doer  of  apparel  plants  in  the  interior  douoled 
in  1979/  exceeding  the  1977  level  (Unpuolished  S®P  data;  see  also 
U.S.  aerojra-n  dated  August  9/  19S?>). 

2j1.  Given  the  differences  in  inllation  rates  between  Mexico 
d:.j  t.ie  ’Jnitei  itates/  it  is  difficult  to  interpret  a  change  in 
piopoition  over  time.  If  prices  of  Mexican  materials  rise  more 
thsn  the  prices  of  materials  imported  from  the  United  States  and 
tr.e  cate  of  excnangc  remains  fixed/  tnen  the  proportion  of  local 
rraterial  use  may  ^o  ui-  in  value  terms  without  doing  so  in  physical 
volume  tei.ms.  Thus  tne  cnange  in  the  1976-77  period  was  probably  a 
rate  ot  exchange  pheno-nancn.  In  1976  the  domestic  content 
proportion  was  relatively  very  high  due/  at  least  in  part/  to  the 
substantial  over-veluation  of  the  Mexican  peso  vis-a-vis  the 
j.  iollar.  After  the  devaluation  in  bctober  of  1975/  the 
pioportion  collapsed  and  lit  1977  was  only  4?  percent  of  tne 
previous  year  for  the  interior  plants.  It  has  steaaiiy  increased 
since  tnen.  Although  a  part  of  the  growth  nay  nave  been  due  to  the 
rising  overvaluation  ot  tne  nexican  peso/  it  can  oa  confidently 
saia  that  there  nas  been  an  increase  in  the  national  content  of 
materials  used  in  the  interior  plants  between  1977  ans  1931.  CIt 
is  noteworthy/  out  puzzling  that  despite  tne  creeping  overvalution 
of  tne  peso/  at  the  border  the  domestic  content  proportion  was 
decreasina  sligntly  during  tJiat  period  (i'anle  111-16). 1 

232.  rhe'interior  plants  employ  a  slightly  higher  percentage 
ot  temale  workers  than  the  border  plants  (Tne  1979-41  average  was 
rrj  percent  compared  to  77  percent  at  the  border).  This  may  oe  due 
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to  the  relativel/  higher  apparel  asseibly  in  the  interior.  The 
apparel  iniustry  everywhere  eiploys  a  greater  tnan  average 
percentage  of  woioen. 

Seligson  and  tind  tnat  "lemiriine  workers  in  tne 

interior  plants  are  si gni iicantly  younger/  better  educated/  and 
less  likely  to  be  narried  than  their  sisters  who  work  on  tne 
corner"  P*  &)• 

^33.  According  ta  a  'J.  S.  £nibassy  caole  froti  -Mexico  oatea 
January  21/  1*9£1/  najuiladara  proolems  with  yexican  or 
J.  S.  custeiis  procedures  appear  to  have  disappeared. 

234.  Pr  esui^iab  !>•/  tnere  are  no  restrictions  for  naguilajor  as 
to  s?ll  To  third  countries.  ThuS/  Japanese  asse:nbly  plants  in 
yerico  have  been  exporting  their  output  to  the  Jnited  States. 
Nexican  owned  Kagui lauoras  could  also  sell  their  products 
asse-n^led/  sa//  froi»i  I’. 3.  co-nponents  to  other  countries  (for 
example  in  Latin  A-nerica). 

23w.  Joint  co’^panies/  as  long  as  there  is  a  Mexican  .najority 
ownership/  should  also  oe  eligible  for  technical  assistance 
support.  In  that  case/  technical  assistance  would  flow  from  the 
J.2.  .ninority  to  the  lexican  majority  partners  within  the  company. 
Despite  tne  lifting  o!  tne  Mexicanization  requireaent  of  51  percent 
ownership  for  ma jui 1 auor aS/  U.S.  companies  might  nevertheless  find 
such  joint  ventures  attractive/  if  technical  assistance  were  to  be 
paid  for  (at  cost)/  so  that  ti.e  Mexican  side  could  become  equally 
efficieht  partners. 
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236.  After  touring  assembly  plants  and  industrial  paries  in 
tne  Far  East/  Mexico's  Secretary  for  Industry  and  Comaerce  gave  a 
speech  wnich  is  credited  as  marKing  the  beginning  of  the  Border 
Industrialization  Program  ( tay  19o5).  He  presusably  addressed 
.‘lexicdn  businessmen  when  ne  stated  that  Mexico  would  permit  the 
"free  i  Ti^'or  t  at  i  on  ot  machinery  and  raw  materials.  .  .  to 
mnruiacture  products  for  exportation  to  world  aaricets"  (tl.Eaifi 
IlaSLi/  'jy  21/  19t;5  as  guotei  in  Van  i^aas/  ilg 

e*  Md). 

23'^.  See  for  example/  tne  introductory  statement  by  the 
"Collision  Intersecretarial  Para  el  Fomento  Economico  de  la  iranja 
-rontariza  .«orte  y  de  las  Zonas  y  Perimetros  uiores  del  Pais"  to 
The  report  iicsiaUidauss-ADilufiitislfis.Jai-EtaiJtaja.iia 
-a^UiidUacas  dated  June  15/  1974  t'fioeo.;;  for  otner  references  see 
1- ustd.iante  p.  HE. 

23?.  Compare  for  example/  the  following  conclusions  of  an 
aiticle  on  in-ooncJ  plants  in  Mexico's  £aolgtcia_iSlai.iCt/  vol.  2h/ 
'.0.  5/  '^ay  197^/  p.  21i^S 

"The  in-ijonu  industry  rests  upon  low  wages/  which 
maxe  for  high  profit  S/  its  contribution  to  tne 
economic  growth  oi  the  country.  .  .  is  highly 
questionable/  to  juage  by  tne  opinion  of 
researchers.  .  .  Its  continuen  presence  in  the 
country  will  no  doubt  depend  on  an  ever-increasing 
number  of  concessions  being  made  to  investors  in 
order  to  make  the  exploitation  of  the  country's 


human  resources  sufficiently  'attractive'.” 


239. 

24C .  Bustamante  reported  on  various  requests  t>y  maquiladora 
members  of  the  American  Cnamuer  cf  Jonnterce  of  Mexico  (pp.  ldo*l3y). 

3ev  also  the  dissertations  by  Van  Waas  anu  by  Fernandez/  Kassil* 

/.4i.  L.  Solis  in  UMbJ  1979/  p.  93, 

^4^.  Ibid*/  p.  ir? 

243.  Mexico's  share  of  value  added  in  assembly  production  amony 
develoniny  countries  seems  to  have  moved  in  a  oerverse  fashion  between 
1475  .neii  it  reacned  a  pe-j<  of  i'’  percent  and  194"':  with  the 
devaluation  of  the  peso  in  1776  wnlch  cheapened  Mexican  wages  in  Dollar 
terr.3/  Mexico's  share  declined  to  about  31  percent  in  1977  out 
recovered  afterwards/  reaching  33  percent  when  the  peso  started  to 
become  overvalued  again.  (3ne  woulu  nave  exoectea  a  decline,  A  slight 
down  turn  to  3b  percent  did  occur  in  1980  and  may  continue  as  tne 
overvaluation  oecomes  severe.  See  fable  IT-A,n) 

*44.  Malaysia  is  tne  principal  beneficiary  of  the  relative 
oecline  of  ‘.exico's  assembly  of  semiconductors.  Malaysia's  share  oi 
world  assenbly  production  in  that  prouuct  groun  stabilized  at  about  30 
percent  luring  197n-l9?7.  Altnougn  Mexico's  share  iroppeu  in  t.ie 
■iiid-l970s  its  pnysical  volume  of  semiconductor  assembly  output 
continued  to  increase  and  was  significantly  higher  in  19i;0  than  a  feu 
years  before  (see  also  the  smiconuuctor  study).  Among  the  more 
i.u?ortant  items/  only  "office  machines  other  than  typewriters  and  cash 
lejisters”  showed  a  decline  in  production  volu’"e  for  Mexico  as  assembly 
moved  to  dong  .<ong.  "batches  and  clocks"  may  nave  been  another 
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category  but  was  never  among  tne  ten  most  important  product  groups  £or 
•Mexico* 

245.  The  Japanese  share  of  S.  307. iD  imports  in  this  product 
group  jumped  from  below  3  percent  before  1975  to  57  percent  in 
(Taole 

^•46.  SIZ,  various  issues. 

2-47.  It  is/  of  course/  possible  (but  not  lilcely)  that  monthly 
cata  mij.it  show  an  enployment  drop  of  that  magnitude. 

lid.  See  'Mexico  Tries  to  bolster  flai^ging  Peso/"  Wall  Street 
ii^ULJdi/  duly  1/  1951. 

149.  Peso  overvaluation  may  also  have  aggravated  the  effects  of 
t.ie  157n-75  recession  on  U.  S.  offshore  assemoiy  in  Mexico. 

4tzl.  "Jectelo  Para  el  tomento  ds  la  Industria  Automotriz/" 

June  xJ/  157  7. 

xpl.  An  ir.teresting  discussion  of  Mexican  puolic  policy  in  the 
automotive  sector  is  contained  in  "Transnational  Corporations  and  the 
Political  iconomy  ot  export  “romotion;  Tne  Case  of  tne  Mexican 
Automobile  industry"  oy  Jouglas  bennett  and  Kenneth  Shar?/ 
Ial£LaaIi£adi_QL2aai4dLigQ^  vol.  33/  .mo.  2,  Spring  1975. 

252,  w’hile  these  companies  come  under  tne  .>iexican  magui  1  ador a 
regulations/  it  is  not  clear  wnat  proportion  --  if  any  at  ail  —  of 
their  exports  to  the  Jnited  States  will  come  in  under  J.  S.  tariff 
items  eC7.t'.^  and  816.35.  It  is  also  not  clear  whetner  Mexican  balance 
ol  payments  statistics  will  treat  their  sales  abroad  as  maquiladora 
services  and  thus  induce  only  the  Mexican  value  added  or  as  regular 
exports.  Since  tnose  exports  are  expected  to  oe  large/  t.iere  is  tnus  a 
good  chance  that  Mexican  and  J.  S.  trade  statistics  will  diverge  even 


yd»/ 
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further* 

2&3.  Ao  the  snare  of  local  materials  in  the  value  aided  in 
Mexico  becones  lari^er  it  is  lik.al/  that  it  will  be  recorded  as 
"aerchandise  exports"  ratner  than  "services"  in  Mexico's  oalance  of 
’payments.  In  1.  S.  307.00/336.3"  imnort  statistics  the  change  will 
show  up  —  a*  a  higher  dutiaole  value 

Pi opor  ti on. 

1:64.  iee/  Jorgt  A.  ^ustaaante/  1975/  p.  1^1. 

1d5.  'Jrv;uir*i  an  J  '^enJez/  p.  142/  and  Sustanante/  p.  191. 

..nr.  S!onica-0inir “  Canbrill  "La  ruerza  de  Irapajo.  .  .  ”  In 
id21iiiai£L££/  Lecturas  de  CLiSIi  ’  (n.  1.  /  ca  19L1)/  ?.  25  and  lacle 

Iv/  p.  4r>. 

*57.  <arid  Patricia  ? ecnan jez/  "Cnavalas.  .  .  ”/  Tables  7  and  8/ 
.  1  n  0  . 

Mitchell  k,  Seliqson  and  LdpiarJ  J.  Aillieas/  iasUilaJaLiii 
Jit2-21id£dlifiQ/  Jniversity  oi  Arizona/  19'’C/  p.  6. 

^6?.  ^“ernanifeZ/  p.  344.  See  also  Seligson  and  ^■'illia'BSr  Chapter 

3 . 

Van  waas/  Itfi-iiuilidalicaaia*-*-*-/  p*  2:7. 

*fl.  Seligson  and  willia'as/  Taule  111.2/  n.  67,  The  migrant 
.naqui  Icdor  a  worKers  had  lived  in  average  of  23.3  years  at  tne  oorder  in 
niid-1978. 

2b2.  laiJa,/  Surjmary/  p.  7. 

263.  Iciji./  Suiiiinary/  p.  7.  Tae  Jalisco  study  was  done  by  ^ayne 
A.  Cornelius  ( dfiiii££0-JiflCaiiaD.l2_IL£.lioil£d-dIdi£S/  Camoridg  9/  nass*/ 
.'ill/  1''-73)  ana  is  discussed  in  Seligson  and  wniiaiis. 
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2o4.  IbiJi/  Table  IV. 6,  p.  157. 

263.  Raniro  Zuniga  ol  the  haquiladora  Trade  Association/ 
s^edKing  on  National  i-ublic  Television  in  lli£_iaz»l£ilZLfitlLfiL»fi£C2tt/ 
"uorder  Susiness"  ot  .larch  12/  1979. 

?o:.  3eligson  and  •.iilians/  Sunnary/  p.  9. 

..'-7.  Ttie  itiplicit  criticism  is  prooably  oaseJ  more  on  feconomics 
arij  politics  than  on  geography.  ;'<an/  border  regions  Detaeen  peaceful/ 
open  societies  arouri.i  the  aorld  have  relatively  strong  ties  aitn  the 
uci.r.Lor  across  the  corder  and  relatively  deaic  ties  with  their  own 
nationol  capital.  It  »'Oul  i  oe  ioolish  dn.'l  de.structiee  for  such 
societies  to  i:uili  uarriers  bet-een  them  in  order  to  eliniriate  what  is 
a  natural  con'Jition. 

.'Oi.  One  could  add  tne  exnansion  ot  sales  of  assembly  products 
tc  thir<-  countries  as  well/  in  oioer  to  diversiiy  ‘Mexico's  markets. 

.^5.  Zi*  also  lela  ^alassa  "A  'Stages  Approach'  to  5o.Ti?ar ati ve 
Advantaid"  in  i.C2Q2JliC_iiI.fiilil_32 J-EfififlUtCfia/  Proceedings  of  the  rifth 
Congrejs  of  tns  International  Association  held  in  Toxyo/  September 
iii'i,  London/  -Idcmi i  1  ar./  197'J. 

i.1  See/  for  example/  rolker  Proebel/  Jurgen  ieinrlchs  and  Jtto 
hi  eye/  lu£-:iSA_iQl££UdIi222i_Jl£i£i2L_2l-w2il2£^  Camorilge  university 
liij,  especially  pp.  and  M.  Van  .taas/ 

d;wlliQali2Ddldr_*_x_/  especially  pp.  52-90. 

271.  Auto.Tiation  will  oe  discussed  at  soie  length  in  the  stuly  of 
the  sei^i conductor  industry  in  this  volume. 

17^.  Jn  the  hexican  oorder  tiieie  is  at  least  one  t»in  plant 
arrangement/  ownej  o/  a  J.  S.  company/  in  uhicn  bot  i  plants  assemble 
ttie  sa'ie  products/  but  on  tne  J.  S.  side/  the  plant  is  automated  and  on 


tne  Mexican  side/  the  plant  operation  is  highi/  Idoor  intensive.  The 
U.  S.  manager  of  the  rtexican  plant  claimeJ  taat  the  plant  on  the 
j.  S.  side  produces  at  lower  cost;  nevertheless/  the  Mexican  plant  is 
tiere  to  sta//  he  said/  in  order  to  diversify  tne  conpany's  risks  (Visit 
to  .'iexicdn  Dorder/  /arch  l9eC'). 

Ihere  ire  other  "twin"  plant  arange-nents  oetween  '•*exico  and  the 
United  States/  in  wnicn  tne  (J.  S.  Plant  is  autonated  and  the  Mexican 
one  is  lanor  intensive.  In  i\ost  of  those  cases/  however/  the  autonated 
o.  5.  produces  the  conponent  parts  to  he  asseaoled  in  tne  Mexican 

plant  cy  lov  cost  .'exican  labor.  Tliis  can  be  regarded  as  tne  classical 
relationship  in  tne  world  offshore  asseinbly  systeii. 

w7,<.  "It  still  shocks  ioyota  officials  to  be  told  that  American 
autocidkers  buy  parts  fro-n  suppJi-'rs  all  over  the  J.  3.  and  even  from 
Suppliers  in  -urope  in  1  Japan.  Toyota's  most  distant  supniiet  is  a 
live-hour  drive  away,"  "Mr.  assemliy  line  that  is  building  subcomnonents 
uakes  just  the  number  of  suocomponents  needed  at  the  next  stage  or 
production."  "T»'iey  nave  to  be  close  to  maA.e  all  those  deliveries  every 
uay."  uuotes  from  "The  .4Uts  and  r<olts  of  Japan's  ractoriej/"  by  'Irban 
C.  Lehi.ec/  I'iarch  31/  l^^l. 

dT.,.  The  skill  level  of  ordinary  labor  in  an  automated  assesbly 
pi.nnt  may  be  lower  tnan  in  manual  assembly,  r'ushing  a  button  in 
response  to  a  signal  requires  less  skill  than  tne  orecision  sewing  of  a 
seam  at  nign  speed  (see  t.ie  poignant  description  of  a  firstnanl 
eAperie.nce  on  a  Metican  sewing  machine  line  in  Fernanuez/ 
up.  211-a14). 
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273.  Data  rron  lidC.aifiLld-iiaUK.Uias* 

176.  iiiiii _ L£&Qa3Lic...!ifi£i;LLaQi«uji/  E£c£3l.£caaaalsx 

IailU2lLiai_aoi.i£alaL-;^aiL£laaiaalii/  •^orld  ?anic  (Report  No.  3379*HA 
FAoruary  17/  1931/  laule  1/  p.  1.  The  United  Nations  preliminary 
eati.iiates  are  12.3  percent  for  1979  and  12.4  percent  for  1931.  (C£FAL/ 
:ialiii._aaiaa_£a£3.£i_£filaJia.b£aQa2i£a.d£-ADaLiaa_baiiDaA_l2il2/ 

CiP.;i.//ex/ 1747  April  24/1961/  Table  3). 

ur.  other  har.J/  there  are  strony  indications  that  manufacturing 
lae/  be  seriously  underesti-nated  uecause  of  the  obsolescence  of  the 
ui.'jerl>inj  samples  used.  3ee  iQi£tDaIiaQalx_i._i._/  Chapter  IT.  Tne 
Inter-imer lean  Development  3an'<  estimates  manufacturing  snare  in  GDP  to 
Dc  oeti»een  l-:-17  percent  (lu-t/  gcaailUDAUafi-iaL-lDdUSttial-lifillfileDESDl 
lo.iiaill/  ‘‘•ay  19''9/  p.  2).  Figures  of  16-17  percent  for  the 
manufacturing  contribution  to  GD?  ate  mentioned  in  Association  des 
Incus  tries  j'haiti  (ADM).  ia£.iodu5itiai-S£iiaL-ia.aaiUi__£iiaat.iaQ* 
i:i£a£&£la.aQd.£fiIA£iai><  Jan.  a/  1931/  p.  3. 

s77.  "or  details  auout  the  role  of  the  public  sector  in  daiti's 
assembly  activities  see  IOl££QSliflDali_*_x_r  Chapter  11/  particularly 
PP.  11-17. 

I'VP.  fiiere  have  been  occasional  u.5.  imports  from  naiti  unaer 
^•S,  tariff  iteui  3.'c.3'./  ^hich  permits  the  duty  free  entry  of 
;;.S.  components  processei  aatoad.  The  amounts/  however/  were  very 
small/  usually  opIuw  /bO/COO/  and  tlierfore  constituted  a  trivial 
proportion  of  'J.S.  imports  from  :iaiti. 

^79.  Althougn  the  overall  yuota  on  Haitian  textile  exports  to 
tf.e  United  dtates  was  lifted  in  1979/  the  ne«  agreement  still  suojects 
several  items  to  formal  guotas. 


23j.  Somewhat  different  magnitudes  of  exports  are  indicated  in 
Table  IIl-o  in  lDterDaiiQDaij._«_*_.  ■  The  data  there  are  from  a 
uifferent  source  than  Table  lV-2  here  and  include  U.5.  imports  other 
tnan  8i'7«0J.  *;iile  the  two  tables  are  therefore  not  comparable/  the 
overall  trends  snown  are  consistent. 

.oi.  CaLculatec  from  TaL)le  2«I  in  13.-\U/  Februar/  Ivfil  and  TaL  ie 
1*/  on  tna  oasis  of  import  price  deflators  given  in  IiiI_£ckQfiaiC 

Council  of  Economic  Advisors/  Table  3-3. 
td.-.  ‘ccordini  to  tie  eorla  Lank/  the  industrial  sector  was 
still  a  net  foreign  exchange  user  as  late  as  1777  { 2uLtaQl_uCftI123iiC 

l^eport  \o.  2l5o-riA/  uec.  22/  1973/ 

paragraph  5a). 

2-!j.  Th<r  co'^par ison  was  made  with  value  added  in  assemoly 
exr’Orts  (dutiaole  value  -  Table  IV-1)  so  as  not  to  count  the 

Value  01  j.S.  components  (total  assembly  exports  were  S17o  million). 

See  also  lDlaiDali2Daii-*_i./  Tables  Ill.o  and  III. 5. 

2?^-.  "Sporting  Goods"  and  "lasebalis"  will  oe  usei 
interchangeably  to  designate  one  category. 

.!?f.  naif  of  the  "  li scsllaneous"  category  are  firms  assemoling 
stutfed  toys;  the  others  are  a  firm  sorting  coupons  for 
•J.s.  manuiacturers  who  have  issed  them  to  the  public  for  supermarxet 
and  retail  store  discounts/  a  shoe  assembly  anl  a  wig  assemoly  firm. 

2r>5.  lQl2I0diiaQalx_x_i,_^  Table  IV, 2,  In  one-third  of  the  joint 
ventures/  tne  majority  owners.iip  is  -iaitian. 

•ct  all  tne  foreign  owned  firms  are  j.s.  suosi di dries.  There  are 
several  firms  owned  oy  foreign  citizens  who  resile  in  Maiti.  Tney 
could  have  been  classified  as  local  firms.  In  the  classification  used 
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here/  loc^l  fir.is  are  ICO  percent  owned  by  Haitian  citizens* 

2di.  pp«  ii4-5. 

2o3«  This  does  not  uiesn  thst  all  of  the  output  is  shipped  to  the 
tiiited  States.  Soire  of  it  .nay  go  to  o.S.  customers  in  Lurope  or 
Canada/  at  the  direction  of  the  U.S.  parent  company*  However  the 
amounts  involve.]  are  usually  a  small  proportion  of  t.ne  production  tnat 
is  shirred  to  the  Jnited  States* 

2.1  y.  lul£LUdt.i£iaiix_i-*.-/  P*  IV*o* 
d;>:*  lDlSID£li2DaiA_A-i.-/  iaole  IV*  19* 

2>i.  iQliiLQili2QaiA>A-A_/  lable  IV.lb. 

iDlfiiadlifiQaiA-A-A-/  ?•  I«*-»  and  Taole  l>f*j*  Ir.o  size 
differences  between  foreign  ani  domestic  firits  and  among  assembly 
sectors  is  confirmed  wy  t.ie  ranicing  according  to  sguare  footage  oi 
factory  space  ( iaifitadlianaii-A-x-/  Tables  lV*a  ana  1V*5)* 

2^2.  lol£IDali2ailiA-x-r-/  iable  1V*6* 
lQt£LQdtiQaai*_*_A-/  lable  11*7* 
i'?s.  iDlataaliCQalx-A-A-/  laules  Ii*7  ?na  IV./. 

*./0*  Si. ion  rass/  f:diiIi£w_ia.£aLlr£Uz2Lia2£l..l-^Uwil.2l-i.u£ 
££2Q2dti£w.Si_£ULii]^di/  Office  of  Urban  ^eve  lop.men  t/  )*S*  ilD/ 
i^as.iingtori/  o»C.,  Septemoer  31/  1977/  py.  as  cited  in 

iul£IQdli2QdlA-A-A_/  P*  Il.ib*  The  most  significant  .aspect  of  this 
piobiem  is  that/  accoriing  to  i-'ass/  even  tne  puolic  sector  joes 
practice  this  kind  of  dual  systey/  not  by  subcontracting  out  but  simply 
by  hiring  people  on  a  temyorjry  basis  and  paying  them  lower  daily  wages 
than  "regular"/  permanent  employees  even  if  they  do  tfie  same  job. 
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297.  The  laoor  cost  to  the  employer  is  32  percent  aoove  the  u;ige 
lit  orjer  to  cover  lejal  fringe  benefits  anJ  social  security  (for 
oetails  see  AniH,  It£_lDdU£tLiili_iaclaL_lQ.I;.5ili/  Appendix  11/  p.  J4, 
Tae  figures  given  were  aijusteJ  by  the  autnors). 

if  <»or<eis  voik  Tore  tnan  4c  hours  or  at  night/  they  are  legally 
eniitlej  to  tine  arj  one  naif  pay.  Tney  are  also  entitled  to  a  paiu 
rest  dsy  (Aulr./  t •  /  laole  i6).  Often/  however/  the  wage 

l3«3  are  not  eniorcel  in  iiaiti  inJ  worKers  receive  the  regular  rate  of 
pay  lor  uvertine  and  jO  not  receive  Sunday  psy.  It  should  be  recalled 
that  most  production  workers  in  ^aiti  (all  of  them  in  the  underlying 
sanpiel  are  pai^  on  a  piece  rate  oasis.  The  piece  rate  is  deteiTined 
by  divining  the  miniiiuii  wage  oy  <i  productivity  nor"*  set  on  the  basis  of 
tine  aPu  uotion  studies. 

19=..  Calculate’  with  data  in  Table  2.1  of  iiailii-  Ul2a0.ai&£lfil 
iULksil/  '  orl  d  ;  an>c  -'.eport  No.  2ICl-iA/  April  1?/  1?79.  r.ie  table 
rapor ts  total  salaries  (in  Gourdes)  and  number  of  employees  according 
to  registration  in  tic  national  insurance  system  (O’^Al.-ii). 

-^9.  Table  V.A.3. 

oJy.  Simon  Pass  ’’For t-au-Pr ince;  Awakening  to  t.ne  Uroao 

Crisis"/  Lalili_AafitiCdQ_Jttid3.ia£aatCtl/  *3yne  A.  Cornelius  an  1  Robert 
V.  fenoei/  editors/  Volur-ie  6/  l?7F/  pp.  l^b-l'-'. 

301.  iQlfiLOdii&aaiw.. Table  IV. 1'^. 

302.  C..9.  Droescn  estinates  haitian  productivity  in 
subcontr acting  at  To-FO  percent  of  b.3.  levels  ( L3_SaU5rlLflilflaCi 

I'mtel  ’.ations  Industrial  Oeveiopment 
Drganizatlori/  .-'roject  Kkl-77-ijdl/  '(arch  1979/  p.  if;. 
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Richjra  Lolln^  Director  of  tne  Pla-istaif  Institute/  supplied  tr>e 
autnors  with  hourly  labor  costs  in  naiti  and  put  productivity  virtually 
at  par  with  D.S.  levels  in  textile  and  electronics  for  the  better 
trained  .laitian  wor/.ars* 

3v3.  See  Sinon  Fass/  LaaiiiSSx_*._*_/  PP*  30-31/  International 
Lduour  jflice/  ana  Geneva 

1/76/  p.  I'  ani  Uorli  Ranx/  iaiiiz2UlliaD_iji£i.flL_£utStS/*  Report 
,-j.  21j^-.-.:/  Hpril  10/  137-1/  p.  i/.  The  /<Drll  3anx  showed  a  53  percent 
Idjor  corce  par t icinat ion  rate  ir.  1971.  Fass  found  a  76  percent  rate 
in  jt.  "ittiny  a  sluu  section  oi  i  or  t-au-t't  ince.  Fxcept  for  Lesotho/ 
■'diti/  wjtr.  55  percent  of  wOTen  in  tne  lap  or  force/  has  tne  hihhes 
labor  larce  participation  rate  a-ouncj  56  of  the  world's  developing 
countries  listea  oy  xats  Lundahl  ( 2aaSaala_ja-_tiKiLllii_-A-itUili:_2l 
u£ili/  -at*  .i.artins  f’ress/  'lew  V'orx  1374^  Xasla  1.14) 

o.  I.  FasS/  LiJiillfiS*-!.-*../  PP*  ‘^0-51. 

3'.  t.  IlilatQjii2adii_«._t._/  lables  y.l  and  V.2. 
lalstajliundii-*.-!.-/  Table  V.l. 

o'7.  It  is/  of  course/  possible  that  tne  tasks  perforneJ  by  men 
ans  i.o.iien  in  the  sample  were  not  identical. 

505.  See  Cn&ptar  5/  ?.  . 

3.3,  dnly  SIX  percent  of  the  migrant  woixers  listed  assembly 
work  as  a  reason  for  migration.  Aoout  one^third  came  to  loox  for  work 
in  general/  another  third  for  family  reasons  and  more  than  one-fiftf.  to 
JO  to  scnooi  (ialataaliaadli._i._t_/  ia‘>ie  v.7). 

31'.  ialaLaali2aaii._i._a../  fauie  v.A.t. 
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311.  Tne  aJuit  literacy  rate  was  23  percent  in  1976#  the  last 
year  tor  whicn  such  data  are  available  (World  Sank#  "dfliliiCflUQlLy 
L2ld/  January  37#  i9‘51). 

312.  lQt£tQ3l.i23ftlx_t._i.-#  Tables  11/. 16  and  r;.17, 

313.  iQlfiLQdliaQflix-x-x-/  Table  V.l. 

3J.4.  lalStDali2[iaix_x_x_#  Taales  V.3  a.id  V.9. 

3-3.  iQi£tQjliaQflix_x_x_/  Table  V.ll?  (a  significant  correlation 
lo  s.io-;i  on  p.  V.i5). 

316.  laiiLaJliaaiix-x-x-/  laMe  V.iC*. 

3x7.  jli  Locker  found  54  ;>ercent  of  tiie  slun  dwellers  ne 
intervie-ej  had  some  schooling  ( !liiilLiii_uLaaa»aiaLaliaa-dQ'i-ltli_Aiiili£d 

£s;LSk££lil£.ix"  iorkini  Paper  Center  for  Ceveloping  Area  Studies# 

••’C'.ili  university#  Vontreal#  August  1977,  p.  9). 

31-:.  laifiLailiaiiiii.x.x.#  Table  V.A.o. 

j*?*  Ifllstai3iiaualA_i_x_/  ?•  v.i?. 

j^;.  Inis  does  not  nean  tnat  all  iunorts  in  tnese  assaably 
activities  nave  been  replaced  oy  domestic  production.  host  oi  the 
components  are  still  foreign;  in  the  asseably  of  baseoall  for 
piolessional  3d.ne5#  tne  core  naterials  and  tne  glue  are  still  bei.ij 
n»r  ur  ted. 

321.  For  example#  in  electronics  tne  salaries  of  fore.nen  and 
supervisors  ai -  32  oercent  of  production  worker  wages#  while  the 
average  for  the  sample  survey  is  15  percent. 

u.!y.  hotn  in  textiles  and  hasesalls#  Haitian  firms  assemhlci 
roie  expensive  J.S.  cortponents  over  ti.ne#  which  in  tne  case  of 
nasejalls  otfset  the  effects  of  the  increasing  use  of  iiaitian 


iialerial3.  Tne  fact  tnat  so'ne  ;laitian  i>aseball  firns  were  soij  to 
J.S.  miiltinationaJs/  .nay  also  have  had  something  to  do  with  the  recent 
decline  in  the  baseball  assenoly  value  added  share.  In  textiles^ 
Ci'.anges  in  t.\e  coiniosition  of  proaucts  *ay  account  for  the  erratic 
Lei.avior  of  the  veiue  andeil  snare.  However/  brassieres  renain  the 
idigest  Single  corni'Ouent. 

j23.  This  IS  a  hi  gh.ar  level  than  tne  figure  tnat  could  he 
ierive.'  fron  the  153.  dutiaole  value  (value  added)  of  $4?  aillion 
reporteu  jy  ii.iJ.I.T.C.  Assuning  tnat  aoout  nillion  of  value  added  of 
asse.iiDly  output  were  exported  to  countries  other  than  tne  'J.S.  and  that 
•  ages  con.ntitute  a:Out  two-thirds  ol  value  aadel/  t.ne  .asscnuly  payroil 
in  nelTi/  .as  at  ti-.s  .TOst/  vj*!  .nillion  in  le-C. 

3.ii.  "or  conpirison's  sa<5/  it  can  be  noted  mat  tne  total 
payroll  of  .-..ai’-i's  16/OOC  civil  servants  was  ajout  jio  Tiillion  in  1S77 
(•orlo  .lanr. /  D2cea'>er  22/  1  Vol.  II/  Table  5.6). 

3ic.  iuistaalijiuaii-i-i.-/  lebie  ir.2n. 

olh.  ialaLQdtiaaaii-*.-*-'  Table  IV.21  and 

ci7.  iQlgiDJliCDaii-x-i-/  iatle  IV. .,3.  The  Tiost  optitiistic  in 
the  survey  were  tne  finis  asseahling  stuffej  to/.-. 

Table  IIl.j  and  111.5  and  Jrapn  C.l; 
..orld  Pan.J/  Papon  .’.o.  jl79--'A/  'February  17/  1951/  Table  1.13  and 
report  No.  o444-:hA/  May  lO/  19^1/  Table  A-4.  All  Ol  the  dacline  was 
due  to  tne  collapse  ol  exports  of  "coated  and  i up i ejnated  textiles" 
wnicn  dropped  by  more  tiian  6D  percent  bet»'eer.  1^74  and  1975  and  never 
recovered.  It  is  not  clear  whether  this  was  aue  to  the  imposition  ny 
ti.e  hnitei  States  of  i.iiport  quotas. 
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Tne  only  "[ise  and  lalls"  were  in  the  following  categories 
(entire  products  and/or  parts)  listed  in  descending  order  of 
magnitiude:  electric  tuues/  jewelry/  recording  nedia/  valves/  interaai 
coiuDUStion  engines,  and  watches,  rut  even  at  their  peak,  output  of  the 
largest  ol  these  Jio  not  exceed  fl.L  million  with  only  about  $3Cj/JCw 
ox  value  aiieJ.  In  the  last  two  product  groups  value  added  in  the  peak 
year  was  ilC,  or  less.  Information  about  disappearances  at  the 

Plant  leval  is  not  avoilacie.  (Tata  froa  special  nagnetic  tapes 
sujrli»?a  oy  J.s.I.T.C.). 

3jj,  intfiLOaliaaii*-!.-!.-/  iable  iV.16. 

ool.  u.s.l.T.u./  l^Sl/  iforl\.  Bank/  May  1^31  and  U.*.  ^•C.L.k./ 
i£aafiJli£.«ULifii:.2l.bdIiQ.AaiLiSIi_12£2/  Prelininir  Sun-Diry/ 
k/uur'nL  /  -j.lloj/  >«nril  ^0/ 

3oj:.  Jasel  on  aata  in  Aorld  3an</  2ailil-  ULada.i££LfiL-2uCjf£)f / 
r.eport  ho.  2153- '^1/  p.  22. 

djj.  'iank  Credit  to  tae  private  sector  increased  from  $13 
million  in  197;  to  $1  <  million  in  19’^9.  Accoruing  to  one  source, 
foreign  uanks  came  into  Haiti  nainly  in  response  to  tie  demand  dy  the 
assembly  industry  (Association  des  Industiies  J'faiti  --  A3i:? 

Ia£.lU:^U2lLiai-b££UL-iQ-:iiiLil.  ^ilualiaaA-EL2ii2£CLe-£aJ.Z2li£ifiaf 
?ort-au-?rince,  January  1981,  ?.  12). 

334.  Figure  Itom  korr  1  rank  neport  No.  ilbb-jlA,  December  22, 
197b/  p.  23. 

33b.  Aside  from  wholly  owned  subsidiaries,  wnere  tne  financial 
link  is  oovious,  only  where  t.ie  foreign  principal  had  an  eguity 
part ic ipat ion  does  no  treguently  provide  financing:  about  half  of  the 
joint  ventures  reported  borrowing  iro.m  the  0.3.  contractor. 
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335.  United  Nations  Industrial  Deve lopnient  Organization/  ^PTuste 
laiualLialifi/-  ?;i/all/77/30l-:i;ilI/  Octouer  9/  1979/  ?.  17. 

337.  iQlfitDali2Qai*._*,_t._/  Taole  11.7  based  on  the  U*4I3Q  report 
Cited  in  ttie  previous  footnote. 

jJi.  AccorJina  to  our  report/  it  taice  Iron  one  iay  to  t^o 

nioi.thi  tor  imports  to  clear  customs/  depending  on  eno  tne  importei  is 
(riancisco  rnoumi  "socio-political  obstacles  to  ‘Jconoiic  levelopment  In 
Tsiti"/  •<11150/  1  nt  er  iner  1C  an  javelopraent  Sink/  1979. 

jj9.  Ct./  Inter-Amer i can  Develooment  lan-t/  222atlUUIli2£-iQL 
iauU£lLlAA_iaji££ljliJIil  in  naiti/  ''ay  197  9. 

"-4..  AJH/  Ill£>IaiIualLi3i_i2Cl2L_ia_iiaiti/  ?•  54. 
j-tl.  Tnere  have  been  allegations  that  firms  have  misused  t.»e  law 
ttal  perj'.its  a  firm  to  (a)  pay  trainees  at  c'  percent  of  the  minimum 
eage  fcr  a  perioi  of  up  to  tnree  montas/  am  (o)  fire  tnem  without 
severance  pay  within  tnat  period.  3y  firini;  trainees  before  the  three 
lujiiths  are  up  and  then  reniting  inem  for  anotner  probationary  period 
(oi  cy  shifting  theo  ?round  a.mong  several  films),  the  enterprise  can 
cut  laoor  costs  substantially  --  if  trainees  perform  as  well  as 
rcgulai  workers  (united  Nations  Industrial  Development  Jrasnization 
"trporl  Processing  Tores  in  Developing  Countries"/  'JVl'Jij  wor.-ring  Piper 
on  Structural  C.ia/iyes  ho.  19,  August  19nD/  p.  16). 

Data  indicate  tiiat  while  about  40  percent  of  tna  assemoly  laoor 
force  were  trainees  in  1974,  in  1976  the  proportion  was  down  to  a 
little  over  1C  percent  (Leslie  Delatour,  "The  evolution  of 
International  Subcontracting  Industries  in  Haiti”,  Paper  presented  at 
t.*e  UdCTAj  Seminar  on  horth-Sout.i  Intra-Industry  i'raJe,  i- 1  Colegio  as 
fexico/  duly  16-23,  1979),  In  the  1993  survey,  about  half  of  the  firms 
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iatervie<^ed  said  tr.at  the/  use  trainees  for  a  probationary  period. 

Tills  is  particularly  true  in  electronics.  (lQlitDaliaQflli_*,-x_/ 
p.  IV.iti). 

342.  Tne  curre»it  practice^  nowever#  is  to  pay  trainees  the 
regular  Mini-nu-a  w^ige;  the  only  savings  would  b”?  part  of  the  fringe 
benefits. 

_ dilux.-i;i£L£.iii-Q&x-aa.Iail^aLia£:il.ELfi2iaLLaQ.3Li.iC£_LJuA2Ii-i2^ 

iui:.ies_iuia_aa£-iaaliiaiiau.ia.aiJ£i.ifi_i3a£2y£.£a2LJiLiliaQ.£u2.£iaia 

iluaiiciliaa.al.dlxaLLx 

_ ioax._Ia£.£fiy£IC3dnI_sil.lijsi.2a2iai££a.2£SuUii£x.a.SaUQl£^ 

£a££_Jdi.££££a£i^.2£££X£_a££k£i£-lQU£lil£i.iia.£lIaa£££-££ti^i£i££x 

££^li£Uii.£ii2£S.da3£]iaX£.aIaQ££.££.££li.Uii.I(i.2L.2££££al.&I.U£i£ 

££l2Ul.fia.lil£.^wa£££i£.2££i£l.2aiilQ£l_2aZa!iaI.a£.a.SC!22££ii23.SX-iil£ 

£22li££ui£.CU££aJI£.Juli££x 

- £i^x..jUl.£Qi£.illi£Ui.bd££_a££Q.ilU£.IC.&£££2a£i-£ilXa££.lUi}0 

£i£il£2i.Ia£la££x 

- £i£x _ ^££.xd.i:£&a£]l££.xaiLli&ai£a_taL-i«£LiQ-LA£Li£ac 

kaiIll._2ai£a.E££J_£l_aSXuJi2.il.£Q02ai££.U£.£a££i£d_kiIiaax.I212> 

CuPAL/. April  24,  1931/  p.  13. 

347.  Thir./  despite  tne  fact  that  sone  of  thev  were 
operalingbeiow  capacity  at  trie  ti.ve  of  tne  survey,  (oiobauly  iue  to 
seasonal  factors). 

j4^.  Rased  on  montlily  J.3.  Census  bureau  computer  printouts, 
Haitian  value  added  iii  ti07  exports  to  the  -initeJ  States  during  the 
tirst  hdlr  of  1531  was  running  about  13  percent  auove  the  1/f'  level. 


4' 


34:».  'J.r'.  bcononic  Comfsission  for  Latin  America/  Econgm^c  iurygy 

Santiago/  rhile  1931/  p.  299. 

300.  Compare/  however,  the  infornation  presented  in  ADIH/  Itii 
ludualLiai-isiaLfiL-ia.UAiii/  wnicn  indicates  list  Haitian  wages  are 
coaling  close  to  those  of  its  neighbor  country  tne  Jominican  Sepuolic. 
CTjwles  AJ/ll/ld/Aw  and  lu). 

r.ovever/  Maiti  may  be  prejudiced  it  the  bureaucratic  difficulties 
CO  not  ease.  The  case  was  reported  of  a  clotainj  exporter  moving  fro.m 
laiti  to  .'.exico  despite  the  tact  that  Mexican  wages  were  more  than 
sousle  the  daitiari  levels  necaus®  the  turn  aroun-  time  between  the  cut 
tdsric  i'looi  t  and  t.ie  sewn  export  was  at  least  two  weehs  in  hexico 
(u.  ''ore«etZ/  i!Li.l!d£.dI!I2£C2£2A.xl2£l:£S_2££.aSl.J}dJ2.1a.2£ll2iiteLid/  '.orld 
.jsnk/  i9/9/  p.  A.'b). 

'I'-CLA/  l£2Qa;i!i£.WUIi'&^_fiX.UflliC.aJ)B£i£d.i2I2/  P*  299/ 

ti  •  0  • 

Estimated  on  uasis  of  'i;;  Economic  Co-amission  of  Latin 
America/  2caflflJliC_£uL£JiJt_aI_Uatla_ia££i£a_lil2f  Santiago  l-^cl/  an- 
**:,cono..ic  Survey  of  uatin  America  19B''''/  Preliminary  Summary/  39  April 

and  Li2£iJ_2Slt£i22ffl£ill-£fi2fl£i_l2il/  "Orlj  rank  19-1. 

3od.  j  anco  je  la  ^o^jui^lica  as  reported  in  Aorld  3dn</  iCfiOfidliC 
2UkiIi£ii.d0J.2L&S2££l5.fil-£QlQ3wi££_l22l4.^&I&.  III.  ilBlIklUai 
A22£QiilS<..l22i£.2xZa. 

3ot.  Tne  reasons  for  this  wide  variation  is  that  it  is  difficult 
to  compare  the  3w7.C;»  senes  in  Table  V-2  witn  total  textile  exports, 
l.ie  dutiaole  values  are  t.ie  Qgt  assembly  exnorts  to  tne  United  States/ 
after  de.ucting  the  value  of  J.S.  .yateriets.  Total  textile  exports/ 


nuaever/  contain  importei  fihrics  usea  in  the  oroauction  of 


non-asse'wbly  textile  exports,  (because  of  price  differences/  it  is 
quite  usual  to  use  foreign  laterials  in  clothing  exports.  3ee  yorauetz 
fi93;>g/  pp.  114-126.)  Inerefore/  it  could  ue  argued  that  comparisons 
uxth  total  637. S:  values  (inclufing  the  J.S.  components)  light  oe 
appropriate.  Taus/  la  1475/  lor  example/  t.ie  assembly  snare  of  textile 
export  earr.injs  is  ar  least  7  percent  (if  only  the  dutiable  value  or 
/dlje  djjL.i  in  Colombia  is  considered)  and  23  percent  if  the  total 
asse^Jly  value  (incluJinj  U.3.  materials)  are  taican.  The  true 
perc^nta^e  is  prouably  so.iiewhere  in  between.  (Taole  V-2) 

;.io  iutiable  vaiue  proportion  of  j.s.  5j7.7“  textile 
iT,|.orts  tenis  to  be  nisl*‘ir  for  Coiorabia  compared  to  other  latin 
Aijrric-jn  countries/  iniicatini  primarily  a  proluct  nix  where  wages  are 
M,ner  relative  to  J.6.  materials  than  elsewhere  in  the  region.  In 
t..c  {'ni  1  iaoines/  nowever/  vjIuc-  ajjei  (cutiahJe  value)  has  tenjeJ  to 
run  cicsi  to  73  percent  since  1474/  because  Tost  of  the  value  now 
consirts  of  making  r'liilippine  ornaments  on  the  brassieres  and  girdles. 

(jee  tiiiiJn  i/— .i). 

•p^.  AS  ex'^laineu  in  chapter  1/  the  d.S.  component  must  be 
1  sen 1 1  f  1  e'j  I e  and  unococessec  in  order  to  qualify  for  d>'7.r>'’ 

2d7.  Tne  1479  data  are  frc^  u.6.  Bureau  of  the  Census/ 
lylw&llS.wQL.Cfiil&UJl^liaa.daJ.isaSUi.IliaSLie  1379/  fl  246/  195'. 

suS.  'arren  Hoge/  ''f’ujiishin^;  j,ow  Colcmi.i3  Foppeu  Jp  From  the 
Crowd"/  August  iC/  19j1/  ?.  r-/;3. 

io9.  ror  details  on  the  Flan  Vallejo  see  Fchavarria  (1950  np. 
l;-sl.  Ihe  export  subsidy  system  (Certif icado  de  Aaono  Trioutario  or 
Chi)  w.'iic.i  ptoviles  for  direct  tax  credits/  is  also  descrioed  tlierein. 
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360.  r or  a  detailed  discussion  oi  there  prohlens  see  Morawetz 
(i.9oC)/  particular!/  pp. 

361.  ^ree  Trade  Zones  and  their  problems  are  discussed  in  detail 
in  £chavdrria  (1930)  pp.  33-51. 

3o3.  3cnevarria  (IdSl).  laole  2z. 

?o-.  F. Chavarria  (1>=^')  p.  134.  He  also  found  (p.  119)  a  few 

Jolo.nni  an  companies  i.l;ich  exportel  on  the  basis  of  tneir  own 
speciiicetions  and  one  firT  maintained  its  own  warebousinj  and 
distrilulion  system  abroad.  However/  it  is  lively  tnat  tnis  was  done 
for  regular  ciot.iing  exports  latner  tnan  for  assembly  subcontr ac ts. 

jo-i.  .'orawemz  (  1960)  p.  6i. 

d't.  ^Chavarria  (lac3),  p.l33. 

.“js.  rchevaina  (l^oO)/  n.  116. 

3o7,  Horawetz  (19?..)/  I'a.ile  1.1?  ulorlJ  lanx./  i;aQa]li;-.22SiliaQ/ 
".anie  ?.7. 

2:^3.  Echavarrid  (19^3)/  Table  3. 

2s9.  is  Jiscusse.d  in  t.ie  Mexico  cnapter/  a  case  could  ue  made 
ti.at  in  a  h.s.  business  downturn/  demand  for  offshore  production  would 
increase  in  or.aar  to  cut  costs.  The  1975  increase  in  '3.S.  assembly 
imports  from  Colombia  is  consistent  with  this  argument. 

271.  LChavarria  (19Sv)/  p.  147. 

371.  iorauetz  (l9H'j), 

372.  .'orawetz  (1930/  pp.  104-126. 

372  .  r.chavarria  (196))/  p.  139. 

clf  .  .homestic  production  maY  also  decline  oecause  of  supply 
oif f Iculties/  such  as  the  temporar/  unavailabilit/  of  certain  domestic 
laurics  or  ot.ier  inputs. 


t  ,  r  I 
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37i.  Echavarria  (1993)/  ?p.  133-153. 

Assenbiy  production  serves  not  only  to  conpensate  cyclical 
f iuctuatioi.j  in  export  anu  Joaeistic  demands/  out  also  as  a  cushion 
against  short  run  seasonal  iluctuations. 

o75.  In  nis  survey/  "^ora^etz  also  lounJ  technical  assistance  to 
oe  of  areat  value  to  clothing  manufacture  in  general.  “In  one  case/ 
t.ie  nu;iJer  of  minutes  needea  to  sea  a  jacket  fell  from  146  minutes  to 
Tinutes";  in  anot:ier  case/  lauor  costs  have  o«en  halved  since 
technical  help  frorr  the  U.5.  parent  company  has  been  received 
(‘'ora««etz  (19ti)/  ?.  73).  ilt.nougn  the  references  are  to  firms 

eiiiased  in  traditional  exporting/  th.e  conclusions  apply  to  asseoibly 
exporting  ai  well  ana  support  the  finaitigs  of  the  ichavarna  survey. 
in.  See  Aorld  nanK  <19dl). 

379.  See  Carlos  Diaz  iiejanlro/  c2LaiUD-lLiiia.ciJilS5_daJ 
t,i;aHfl2ii-i<2ySi2CESdli-  i^2i21!2iil/  Columnia  University  Press  lot  the 
national  bureau  of  :,conomic  Pesearch/  'ia  York  1976;  recent  i^’orld  Sank 
revolts  (I'^.-l)/  and  particularly  .■%oiawetz  (1990)  and  sources  cited 
therein. 

For  more  general  discussion  of  tne  anti-export  oias  in  developing 
countries/  see  sela  ialassa/  “rxport  Incentives  and  "xport  Performance 
in  Developing  Countries:  f  Comparative  •’•ricjlysis''/  4£iLliiLLacliaI.t.iiCll2S 
ALCLaX/  Vol.  114/  No.  1/  197^/  pp.  2e-ei. 

379.  Junguito  f.  y  Caballero  C.  (1578)  “La  Jtra  Lconomia". 
see  also  “A  Statistical  Note"  appended  to  this  chapter. 

28'.  It  can  he  argued  that  smuggling  --  except  of  illegal 
products  such  as  drugs  —  can  ceep  the  economy  somewhat  oosn  anj  thus 


avoid  the  excesses  of  protection.  Importing  with  black  marxet  dollars 
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"legal**  goods  that  compete  ^ith  national  production  eill  tend  to  ketp 
domestic  prices  down.  (See  also  korld  Bank  23). 

38i.  Compared  to  other  countries  in  the  region  Coloibia  has 
borrowed  onl/  moderately  xrom  abroad.  Therefore  the  country  did  not 
have  as  many  external  resources  available  to  increase  investment  and 
develop  infrastructure  as  otner  countries  that  nave  gone  more  neavily 
into  debt. 

In  order  to  help  decentralize  industrial  activities/ 
i'oreigfi  direct  investment  is  off  limits  in  Togota/  dedellin  and  Cali 
(*orlj  I.ank  C1931d  p.  Xli). 

jij.  rdenavarria  (1^31)  devotes  a  large  section  to  tne  analysis 
01  the  low  foreign  investment  phenomenon  in  Colombia  (pp.  59-34). 

33*,.  Host  of  such  exports  go  to  Andean  ?3ct  countries/  primarily 
Venezuela. 

3oo.  For  a  detailed  discussion  of  assemol/  for  the  iomestic 
aiarxet/  see  Fehavarria  (1533)/  pp.  159-175  and  ff. 

335.  For  the  sake  of  Colomola's  economic  development  it  mijnt  be 
useful  to  break  away  from  tne  zero  sum  division  between  donestic  ani 
assembly  Production.  Assembly  activities  could  then  resnoijJ  more 
easily  to  foreign  demand. 


Errata 


AD-A113  966 


Annex  B  is  under  seperate 
cover  as  AD~A123  325. 
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